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TENDENCIES IN BALANCE SHEET CONSTRUCTION 


By E. L. Koutur, Northwestern University 


I 


In these days of business dissection and analysis, much emphasis 
has been put on the inferences leading from the financial position 
of a given enterprise in relation to its past records and to the 
achievements of similarly situated organizations. It is also true 
that comparisons of balance sheets are vital to significant finan- 
cial and operating ratios and to the determination of credit indices 
and cyclic trends. But the lack of uniform balance sheets and 
uniform principles has hampered the progress of the analysts 
and has made more than one of them qualify his published 
results with such remarks as “one wishes the sources of 
financial data could be called reliable’ or, more directly, “the 
reader will appreciate that the information which can be derived 
from published balance sheets leaves much to be desired.” 

So notorious are the omissions from the balance sheets of certain 
large industrial corporations that the outsider is led to wonder 
if it is really the desire of the management responsible for them to 
cover up facts which, should they be disclosed, might give too much 
information to the stockholder or to the general reader. In the 
balance sheet of a well-known national organization is the item 
“reserves,” appearing among the liabilities, equal to more than one- 
third of the total liabilities and net worth. The annual report to 
stockholders contains not one iota of information as to whether a 
valuation account, surplus from revaluation, or a liability is in- 
tended. Everyone is familiar with published balance sheets in which 
one finds no indication of principles followed in valuing the assets. 

Persons in the habit of examining published statements will 
likely regard twenty per cent a high estimate for balance sheets 
which offer the possibilities of complete and intelligent interpreta- 
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tion. And the sad comment must be added that the deficient eighty 
per cent have not—all of them—escaped the presumably leavening 
hand of the public accountant. It is difficult to believe that prac- 
ticing accountants can be guilty of the laches which their published 
statements betray; or, if charity must be extended them, that they 
permit their balance sheets to be so condensed and abbreviated that 
the original significance becomes lost. 

Most accountants have limited their excursions into the field 
of valuation to attempts to decide for themselves—and perhaps 
others—whether inventories should be valued at cost, cost of repro- 
duction, market price, and even selling price, whether receivables 
may appear at present values on the balance sheet, whether bond 
discount must be retired on a straight-line or investment basis, 
whether it is proper to write off depreciation on the equal install- 
ment or sinking fund plan, whether cash discounts to customers re- 
duce sales or increase selling or financial expenses, and so on. It 
has further been the tendency of the academic accountant to assign 
little or no consequence to procedure as a factor in valuation, but 
rather to emphasize the social import of dollar-values. The pro- 
cedurist, on the other hand, is much concerned with arriving at re- 
sults, and immediate results; matters of asset values often solve 
themselves without his aid, and often without a thought of comment 
or qualification. Lost in the forest of adjustments and classifica- 
tion, the procedurist too frequently forgets that he must design his 
statements for persons having no knowledge of the history of the 
business and for persons many of whom have neither appreciation 
of, nor sympathy with, the technical difficulties of statement prep- 
aration. 

A happy meeting-ground for academicians and procedurists 
should lie in statement construction. Those who teach accounting 
would be of the greatest service at the present moment if they would 
unsparingly criticize obscure published statements of financial con- 
dition. Those on whom the burden of actual construction of state- 
ments rests would do well to pause sufficiently long to ask them- 
selves this question: is my statement above the criticism of prac- 
titioners and are there points in it that I could clarify for the 
layman? It is to be feared that not a few accountants believe that 
their balance sheets are not intended for laymen, that laymen can- 
not be expected to grasp complex financial facts. But do they 
realize that most of the statements which are unintelligible to 
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laymen are likely to be equally obscure to their fellow accountants? 

It must be confessed that many professional accountants, in an 
earnest attempt to protect themselves and the profession, have 
taken to the use of equivocal English. The terms and phrases they 
employ seem clear enough to themselves, bearing in mind that the 
financial motives of clients may never be impugned. To others their 
language bears the stamp of the oracle. It seems obvious that a 
truly impersonal statement is possible only if accountants adopt 
a common standard of terminology and classification and stick to 
it. Situations in which ordinary terms and classifications cannot 
be used must be met by the use of terms and a classification 
adequately qualified. 

A fertile field of inquiry would seem to lie in the examination of 
balance-sheet terminology and classification with a view of deter- 
mining, not what the standards should be, but rather what the 
standards are, in the light of the published statements of a number 
of practitioners to whom the necessity of valuation qualification 
has seemed apparent. 


It 


A consideration of balance-sheet terms cannot fail to include an 
examination of the valuation methods which their use implies. If 
the common halance-sheet terms were employed with an accepted 
method of valuation attaching to each, and if it should be agreed 
that any different method would require a proper notation thereof, 
there would be little ground for the criticism that now attaches to 
the professional accountant’s share in the preparation of published 
statements.* What are the meanings associated with the common 
run of assets? 

“Cash in bank” means, without special qualification, unrestricted 
cash in an ordinary commercial checking account. It may include 
bona fide deposits in transit, but may not include currently-dated 
checks which have been mailed to creditors, although outstanding 
at the date of the balance sheet. Postdated checks are quite an- 
other matter; although they may not be in the possession of the 


*Definitions of terms employed most commonly by accountants have been 
collected by the Committee on Terminology of the American Institute 
of Accountants. But the results have been disappointing, largely because 
of the failure to recognize and to consider the valuation principles which 
are an inseparable part of the significance of most terms peculiar to 
accountants. 
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creditor, they are not a lien on the present cash balance.* Ante- 
dated checks of the succeeding period have, of course, no effect on 
the present period. Cash subject to restrictions should be listed 
separately, possibly not called a current asset, and the restrictions 
specified. Proceeds from the sale of securities should never be con- 
fused with current assets when the agreement with security-holders 
specifies the use of the funds for other than working capital pur- 
poses or when the directors have so determined its use. 

“Accounts receivable,” unqualified, should signify short-term (i. 
e., 30- or 60-day) customers’ accounts. How often the term in- 
cludes unassigned debits ranging from borrowings of officers to 
losses from business ventures! Here the accountant is bound to 
make exclusive use of an inclusive and somewhat vague term. He 
had best avoid the use of the term entirely, head up a “receivables” 
section for his balance sheet, and proceed to set forth the details 
thereunder. “Customers’ accounts” may then denote short-term 
uncollected sales; “accounts with officers,” debit balances in officers’ 
accounts; and so on. Accounts not due within a period of 60 days 
should be qualified by inserting the average due date. 

Installment accounts, with their accompanying unearned gross 
profits, offer difficulties to the accountant. First is the question of 
whether installment accounts belong in current assets in a case 
where the paper is held until maturity and the avefage maturity 
is more than a year off. In general the answer must be in the af- 
firmative (although if a point has been reached .whepe the unpaid 
installment accounts remain the same from year to year, the cash 
from this source for any one year is equal to the sales for the same 
year, and the account becomes, in a sense, a permanent investment, 
distinguished only from a capital asset in its marketability and dis- 
sociation from further production). Because of the proximity to 
more quickly convertible items, however, the average due date of 
the outstanding installments should be inserted. The unearned 
gross profits account, the conception of which has been stimulated 
through the desire to stave off a cash income tax on earnings con- 
fined to accounts receivable not immediately realizable, is a true 
valuation account. Its ultimate dispositior will be a credit to 


*Not uncommon is the practice of classifying the liability represented by post- 
dated checks as notes payable. But if the accountant hus qualms in the 
matter of calling such a liability an ordinary creditor’s account, he had 
best create a new balance sheet caption, “creditors’ accounts represented 
by postdated checks.” 
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earned profits and thus io surplus. It should not be confused with 
liabilities; there is no liability to anybody, express or implied. 

Not all accounts may prove collectible. A properly valued re- 
serve, deducted from the total receivable, calls for no comment; no 
reserve, or an insufficient one, calls for the parenthetical qualifica- 
tion following the title of receivables: “before providing for bad 
debts” or “bad debts partially provided for.” 

Within the last five years the valuation of inventories has been 
more often indicated than any other item on financial statements. 
“Cost or market, whichever is lower” has become commonplace—a 
thing to be expected on balance sheets of even small enterprises. 
But this does not mean that the reader of the statement is helped 
in his interpretation of the affairs of the business. “Market” has 
at present no commonly accepted business meaning. Probably most 
accountants intend that it signify replacement cost, under the 
average conditions that obtain in the business, with due allowance 
for a fair margin of profit on probable selling price. In times of 
prosperity, like the present, many balance sheets contain the phrase, 
although no market prices have been used, for the reason that they 
are equal to or higher than cost; in such cases, a more fitting ex- 
pression would be “inventories—at cost, which is not in excess of 
market prices,” if the word “market” must be employed. Because of 
the variations in the methods of valuing inventories, a balance sheet 
must be judged incomplete if the basis of the inventory valuation 
has been omitted. 

Prepaid expenses, such as insurance and rent, are always proper- 
ly a part of current assets, although often denied that classification 
by accountants. The services which they represent are of imme- 
diate benefit to the business; and they are as legitimately current 
assets as that portion of cash itself which is soon to be paid out for 
future operating expenses. Only one method of valuation for pre- 
paid expenses has been suggested—the “straight-line” method; no 
qualification of the balance sheet item is, therefore, necessary. 

Prepaid expenses should not be confused on the balance sheet 
with deferred charges such as organization expenses, unamortized 
bond discount, and losses carried forward into future years. The 
first-named, if qualifying as necessary expenses before the comple- 
tion of organization or the beginning of production, is a permanent 
capital asset, of the intangible variety, of course. The second class 
of deferred charges is a debit valuation account, having more to do 
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with the liability side of the balance sheet than with the assets. If 
the amortized portion is to be regarded on the statement of profit 
and loss as an addition to the interest expense of carrying the issue, 
why should not the unamortized portion be subtracted from the li- 
ability just as future accruals of interest included in the face value 
of notes would be so deducted? Much is gained also, in that the 
“book value” of the liability is displayed. 

Investments sometimes offer difficulties in the preparation of 
balance sheets. Temporary investments are always current assets, 
and, if a favorable market exists, they may be listed as a separate 
item under the general caption of “Cash and Cash Funds.” The 
method of valuation should be indicated, inasmuch as three dif- 
ferent methods—cost, the lower of cost or market, and market—are 
found currently in practice. Of the three methods, without doubt, 
the second, because of the underlying conservative principle it 
involves, finds most favor among practitioners. 

More permanent investments — stocks, bonds, advances — must 
always be described with great care on the balance sheet. The 
description should include the purpose of the investment and the 
degree of control exercised, as well as the basis of valuation. A 
notation of earning power is almost indispensable to arriving at 
an independent judgment as to the expressed value. Without ex- 
pression to the contrary, it may be assumed that an investment in 
a subsidiary corporation does not carry with it financial depend- 
ence of any sort. The presence of substantial intercompany rela- 
tionships would require, of course, a consolidated balance sheet. 

Cost, book value,* and appraised value are the three current 
bases followed in the valuation of fixed assets, with adjustment, 
in each case, for accrued depreciation. The method of valuation 
must, therefore, be included as a part of the description of this 
group of assets, and the inadequacy of the reserve for depreciation 
must be noted, if necessary, as in the case of the reserve for bad 
debts. Enhanced values attached to capital assets following re- 
organizations in which the stock ownership remains the same seem 
to be termed, in practice, “cost” or “book value.” But some qual- 
ification more direct than “book value” would appear necessary; 
“at values in reogranization plus additions since at cost” would 
probably suffice. 


*A term uniformly employed by public accountants to denote a value the 
basis for which has not been or cannot be ascertained. It may also in- 
clude values paid for in stock. 
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At this point we might well pause to ask two questions. First, 
do not qualified valuations injure the financial showing of a bus- 
iness enterprise? Second, is the reader any better off than he was 
before if the qualification attached to an asset does not contain the 
monetary difference between the customary method of valuation 
and the method actually followed? It would seem hardly possible 
that a reputable accountant would raise the first query. The ac- 
countant is bound to tell the truth; if the truth hurts, should it be 
glossed over? But the question also implies the proverbial distrust, 
by the accountant himself, of the effectiveness of his own jargon. 
While he should appeal to the general reader, he should not assume 
that his reader is devoid of a reasonable amount of financial knowl- 
edge. The presenting of adequate qualifications cannot be shunned. 

The second question raises a more serious point. Is it sufficient 
to say “bad debts partially provided for” and not at the same time 
show the underprovision? The accountant, in making such a qual- 
ification, has probably been unable to convince the management 
of the necessity for a further provision, and the qualification will 
usually, therefore, be a reflection on the management. The qual- 
ification without the monetary difference in value puts the reader 
on his guard and further information must proceed from the bus- 
iness itself. That the accountant often finds himself in the embar- 
rassing position of casting blame on the management through qual- 
ified statements, and that he must tactfully explain his position 
and the possible effect of his position, are facts commonly rec- 
ognized and appreciated. But it would seem within the realm of 
practicality to omit monetary differences in value unless they were 
of great importance in arriving at the proper conclusions as to 
financial position. In fact, the absence of monetary differences 
should signify that the accountant does not believe the omission a 
serious one although he is bound by his ethics to admit there is one. 

While it would seem plausible to associate valuation problems 
with all assets, it would seem, at first thought, that the same prob- 
lems would not accompany liabilities. Yet questions as to liabil- 
ities are often most difficult to solve. Thus, if an expense or loss 
has been sustained as a result of the operations of past periods, 
the probable liability therefor, if not already paid, belongs on the 
balance sheet.* A possible liability, in excess of the probable, is 


*The test of when a liability arises has always depended, in the theory of 
accountants, upon the necessity of accounting for it as an expense or 
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a contingency, now generally stated “in short” under a separate 
caption between current liabilities and net worth. 

The security, if any, for liabilities calls for a proper parenthetical 
notation following the liability secured, and a similar notation 
sometimes follows the assets concerned. The notation, with respect 
to the liability, should include (1) a description of the asset suf- 
ficient to identify it with the particular item on the balance sheet, 
(2) the balance sheet value of the asset, and (3) the general char- 
acter of the lien. The realizable value of the asset should be sub- 
tracted, on the balance sheet, from the liability if the asset has 
passed out of the control of the business. 

Special items on the balance sheet should always be accompanied 
by a full explanation. The reader of the balance sheet must not 
be left in doubt regarding any item. 


The most commonly accepted balance sheet groupings are il- 
lustrated on pages 10 and 11. 

Current assets are occasionally divided, at least in textbooks, be- 
tween “quick” and “working” assets. The distinction has not won 
favor with the profesional accountant. Recent tendencies have been 
to emphasize working capital, and subdividing current assets seems 
to decrease the usual clarity with which the working capita! status 
can be displayed. There remains a theoretical argument against the 
division—but that cannot be discussed here. 

A few accountants have experimented with the placing of totals; 
thus: 


$165,156.84 
Cash on hand and in bank ............ $12,360.98 
First mortgage bonds ......................... 23,520.00 
Etc. 


It is doubtful if the average eye can become trained to the reading 
of totals before details. In the illustrative balance sheet, the 


loss. A strictly legal interpretation of liabilities would not include cer- 
tain “accrued” liabilities, in fact would be limited to include only li- 
abilities “due.” A case of interest to all accountants, in which the Su- 
preme Court recognizes “accrued” liabilities without reference to the 
— legal concept, will be found in U. S. v. Anderson et al., 46 S. 
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amount of current assets is somewhat removed from the title, yet 
an experienced reader, accustomed to the inspection of invoices and 
other business documents, has no difficulty in pointing out the total 
at once. 

The grouping together of net worth accounts is now common for 
most industrial balance sheets. But a careful differentiation be- 
tween stockholders’ contributions, earned surplus, and unearned 
surplus is not always made. Some accountants seem to have taken 
the position that the issue of a new group of securities warrants 
the placing of appraised values of fixed assets on the books and 
crediting the excess over depreciated cost to surplus, without bal- 
ance sheet comment. The frequency of this practice, together with 
the general inexactness of the terms applied to fixed assets, makes 
it impossible in many cases to ascertain the meaning of the sur- 
plus account and how much of it is available for divdends. In the 
illustration it will be observed that net worth has been divided into 
three parts: (1) no-par-value stock, having an average paid-in value 
of $37.50 per share; (2) earned surplus, which is obviously the un- 
withdrawn profits of stockholders; and (3) unrealized building 
appreciation, which is presumably being gradually written off as 
a credit to depreciation expense. 


This brief account of some of the mechanical features of putting 
balance sheets together attempts merely to point out that the val- 
uation problem, which confronts the instructor and practitioner 
alike, must be extended to include the point of view of those who 
obtain facts from them. Balance sheets have long ceased to be 
mere lists of assets and liabilities; but they should not be permitted 
to become so technical as to degenerate into vehicles for concealing 
truths from the unsophisticated, nor yet, on the other hand, to be- 
come so finished a creation of those mechanically-minded adorn- 
ments of the profession that facts are subordinated to pretty typ- 
ing, a gold seal, and much red ink. A person with but little bus- 
iness experience should be able to interpret the individual items on 
any ordinary balance sheet without difficulty. Until the con- 
structors of balance sheets realize this, they will continue to permit 
the issue of unintelligent financial statements which are the despair 
of the analyst and the cause of repeated apologies for the profession. 
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PRACTICAL MANU 
Balance Sheet 


ASSETS 
Current Assets: 
Cash and cash funds— 
Cash on hand and in bank $12,360.98 
First mortgage 642% real estate bonds (par $24,000.00) 
at cost and current market ; 23,520.00 
Receivables— 
Customers’ accounts $58,691.17 
Instalment accounts (average collectible in two and 
one-half years) $23,547.81 
Less—Unrealized gross profit thereon 9,876.05 13,671.76 
Advances to officers : 2,500.00 
Advances to employees 3,216.50 
Total receivables .. $78,079.43 
Reserve for bad debts 1,263.45 
Inventories (at cost, which is lower than market)— 
Finished goods .. $23,675.43 
Work in process 
Finished parts ; 5,200.50 
Raw material 12,188.67 
Factory supplies 450.00 


$35,880.98 


76,815.98 


51,625.98 


Prepaid insurance 833.90 
Sinking Fund Assets: 
Cash and securities held by Union Trust Company, 
Trustee, at June 30, 1926 me 
Investment in Stanton Machine Company 
Representing the purchase in 1912 at par of 150 shares ‘ 
(out of 1,500 authorized), 80% of the balance 
of the authorized shares being owned by stock- 
holders of the Practical Manufacturing Com- 
pany; average annual dividend yield to 
date, 9.32% 
Leasehold, Buildings, Machinery and Equipment: 
Depreciated 
Cost or cost or 
appraised Reservefor appraised 
Particulars value depreciation value 
Leasehold, expiring August 1, 1926 $ 12,090.00 $ 8,847.50 $ 3,152.50 
Buildings (at te. values at Janu- 
ary 1, 1922, plus additions 
since at cost . 189,634.18 132,541.35 57,092.83 
Machinery (including machinery 
paid for) 220,114.32 41,812.76 178,301.56 
Equipment 43,862.98 12,417.21 31,445.77 
Totals $465.611.48 $195,618.82 $269,992.66 
Goodwill 


Acquired by issue of stock ...... 


Total assets 


$165,156.84 


82,165.41 


15,000.00 


269,992.66 


50,000.00 
$582,314.91 


‘ 
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FACTURING COMPANY 
as of June 30, 1926 


LIABILITIES AND NET WORTH 


Current Liabilities: 
Bank loans 
Trade rotes payable (of which $5,000.00 are secured by a pledge 
of customers’ accounts of $5,058.26). . 10,250.00 


20,000.00 


Accrued liabilities— 
Federal income taxes, balance for 1925 avis wuteion 2,675.15 
Federal income taxes, first half of 1926... 3,890.24 
Salaries and wages ee 1,526.93 
Purchase-money Obligations 
In connection with acquisition of machinery of $46,215.00; due, 
with interest at 6%, in semi-annual instalments of $5,000.00 
each; the next instalment will fall due November Ist. Title 
will pass with the instalment due May 1, 1927.. 
First Mortgage 6% Bonds 
Secured by leasehold and buildings; due December 31, 1928........ $100,000.00 
Less unamortized discount and, expense..................... ae 1,253.18 
Contingent Liability: 
Notes receivable discounted. 
Net Worth: 
Common capital stock— 
Authorized 5,000 shares, no par value. 
Issued and outstanding pores $169,500.00 
Earned surplus— 
Reserve for possible obsolescence of equipment. . $15,000.00 
Sinking fund reserve 82,165.41 
Unappropriated earned surplus— 
Balance January 1, 1926 85,171.82 
Surplus net profits—-Six months ending 
Less addition to sinking fund reserve... 2,145.12 18,273.32 200,610.55 
Unrealized appreciation on building............................ 10,500.02 


Total liabilities and net worth 


$ 72,957.52 


30,000.00 


98,746.82 


380,610.57 


$582,314.91 


11 

__ 


EVOLUTION OF THE LEDGER ACCOUNT 


By A. C. Lirrieron, University of Illinois 


It is sometimes said that the basic principles of bookkeeping have 
not changed since the origin of double-entry in the middle ages. 
The statement is true if the term “basic principles” be closely con- 
strued; but the casual reader is likely to interpret it broadly and 
thus carry away the impression that bookkeeping has to all intents 
and purposes stood still for 500 years. That idea would be er- 
roneous, of course, because the forces of evolution act upon man’s 
tools as well as upon man himself. 

Certain basic concepts, it is true, stand unaltered at the founda- 
tion of double-entry. The recognition of the business transaction 
as a financial unit and the perception of its two inevitably equal 
and opposite aspects are so fundamental to bookkeeping that with- 
out them there could be no bookkeeping as such. The idea that the 
grouping of related occurrences adds to the significance of the rec- 
ords is likewise basic. Such concepts as these are as much a part 
of present day accounting as they were in the beginning; we are 
now more conscious of them as guiding principles perhaps, and 
their content has been framed in words for others to read, but their 
relation to bookkeeping has never changed. They are in fact the 
essence of the art. 

Fundamental ideas regarding the nature of business transactions 
and their recording have not changed in centuries, but that is not 
equivalent to saying that progress has been absent or that evolu- 
tion has not been at work. Present day practices do in fact rest 
upon older practices, and if the two were set side by side—stripped 
of the intervening years—their blood relationship might be per- 
ceived. But there would be many changes to be explained. The 
way we now think of accounts, transactions, entries, is not original 
with the twentieth century, but is the resultant of a steady growth 
in the ability to think clearly and reason closely, and to recast our 
methods to suit our changing needs. With the passage of time 
there has been both evolution and progress in bookkeeping. With- 
out altering the fundamental concepts, the manner of thinking of 
and handling business details has changed from time to time. 

It is with the idea of noting the direction of some of these de- 
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velopments that a series of ledger accounts extending over nearly 
500 years is studied here. A few of the available examples come 
from old ledgers; more of them are from the textbooks of the day. 
Some twenty texts are drawn upon, ranging in date from Pacioli 
in 1494 down to the beginning of the present century. The illustra- 
tions given in such books are accepted as reasonably dependable 
examples of the then current practices, and in but few cases is there 
more than a fifty-year break in the date sequence of the texts ex- 
amined. 

The development through which the ledger account passed pre- 
sents several stages, each with its own distinguishing character- 
istics. The first period extends from 1396, the date of the earliest 
ledger account to come to the writer’s hand, to about 1600. For 
this period five examples of ledger accounts are available, dated, 
1396, 1436, 1494, 1586, and 1588. These will be reproduced as well 
as may be and discussed in order. 


A Ledger Account of 1396* 
MCCCLXXXXVI 


Joint gains and losses of the 
firm of J... D and: 
should give 
(debet dare) for joint ex- 
penses incurred on behalf of 
the firm on Dec. 28, written in 


(Joint gains and losses] should 
have (debet habere) for part- 
able gains in Milan from 46 
bales of cloth sent to L......... 
a in exchange, on Dec. 
28, written in the debit (scrip- 


tos in debito) of M........ ae 


the credit (scriptos in cre- 
dito) of M........ S........ at folio 


This is a part of the profit and loss account from a mercantile 
partnership’s ledger which was found in the archives of the Duomo 
of Milan. The extract contains a charge to joint accounc for certain 
expenses incurred by one of the partners and a credit for certain 
merchandise gains. The account shows no heading other than the 
year, yet it is clear from the words used early in the text just what 
kind of transactions are classified in that place. The words serv- 
ing the purpose of a title, “Joint gains and losses,” are not repeated 
on the credit side in the original but are here inserted in brackets 
for clearness. 

It will be observed also, with the exception just mentioned, that 
the entries are stated in complete sentences, and contain clear-cut 


*Free translation of the Latin given by P. K. in Accountant, March 27, 1926. 
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references to both aspects of the transaction. The debit entry, for 
example, is a complete statement of the occurence including an 
indication of which account is debited (should give) and which is 
credited ; the credit entry is likewise a complete statement of a full 
transaction, including by implication the account which is credited 
(should have) and the account which is debited as well. Each 
ledger entry, it will be seen, contains the essentials of a complete 
journal entry and is not merely the posting of one side of a com- 
plete transaction. 

The terms which have particular technical significance are trans- 
lated literally, the Latin of the original being shown in parentheses. 
Debet dare (should give) was used in the old records to indicate 
the debit;+ the words are merely the verb portion of the “trans- 
action sentence” in which the subject of the verb is the account 
debited. On the credit side the verb is debet habere (should have, 
or should receive). 

These words or their derivatives are used in their technical sig- 
nificance in all of the earlier examples of ledger accounts, but not, 
however, in the journal entries. The technical designations of debit 
and credit in the journal were, per (by) and a (to). It should be 
noted, too, that the contra reference in a debit entry does not make 
use of debet habere as a modern might expect. Instead the contra 
is covered by the phrase, scriptos in credito (written in the credit) 
together with the title of the account concerned. The entry on the 
credit side refers to its contra in the phrase, scriptos in debito. 
Thus it appears that debito and credito were used as nouns naming 
the respective sides of the account, but that debet dare and debet 
habere, being verb forms, were used to indicate the action expected 
(in theory) of the account. 


A Ledger Account of 1436* 


G B . Must give (de kits ao must have (den 
dare) on 8th March s4, 44, avere) on 8th March £19, s11, 
per G V. , to whom dll, by the B........ Co. of Lon- 
credited on folio 18 ............£...., 84, d4 don, debited to them, folio 4 


£19, s11, dil 


Note that debeo, the Latin stem, had two meanings, (1) “to owe,” from 
which comes our word “debtor,” and (2) “should,” which is the sense 
in which the derivative debet is used as a technical bookkeeping 
expression. 

*Extract by P. K. in Accountant, January 16, 1926, from an article by Dr. 
Gerolamo Biscaro in “Archivo Storico Lombardo,” Milan, 1913. 
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This portion of an account is from the ledger of the London 
branch of a large Italian firm, Filippo Borromeo e comp., and is 
stated in very much the same form as the previous example, being 
a complete statement of the transaction with the usual contra refer- 
ences. In this account, however, the title is repeated in the first 
entry on the credit side but is not repeated in subsequent entries 
in the same account either on the debit or credit side. 

The verbs which were in the process of becoming technical 
phrases, are in this example unchanged in meaning although dif- 
ferently spelled. This is due to the fact that the 1396 account was 
stated in Latin while the 1436 account was in Italian. The term- 
inology is contrasted below. 


Debit Credit 
Latin: debet dare (should give) Latin: debet habere (should have) 
Italian: de dare (must give) Italian: den avere (must have) 


This is an interesting example of the evolution of terminology. The 
Italian form is directly descended from the Latin, and in modern 
Italian bookkeeping the left side of a ledger account is still called 
Dare (Dr.) and the right, Avere (Cr.)* 

It will be observed also that the Latin debet (should) becomes 
de or den in the Italian. In other old Italian accounts the ad- 
ditional forms dee and die are sometimes found. These forms can 
be related to the Italian deve (should), so the meaning is un- 
changed in camparison with the Latin, even though the spelling 
shows some variation. Dare (give) remains the same in Italian 
as in Latin. With respect to the credit terminology, however, the 
Latin habere becomes the Italian avere. The two are obviously re- 
lated. The development of Italian words out of the Latin produced 
many cases in which a Latin “b” became an Italian “v,” as in these 
words, and many cases in which a Latin initial “h” was dropped. 

The next example is taken from the first printed book on book- 
keeping, Pacioli’s De Computis, dated at Venice, 1494. Since he 
did not employ illustrations, the account used here is taken from 
his textual explanation of how certain cash and time transactions 
should be recorded and hence does not include amounts and values 
in figures. 

In general the 1494 ledger entry is little different from the earlier 


*In the French these terms become doit (should) and avoir (have); in the 
German the terms become soll (should) and haben (have). 
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A Ledger Account of 1494* 


Mr. Zuan shall give (dee 
dare) on such and such a day, 
per cash paid to him for part 
payment on sugar I received 
from him according to our 


Mr. Zuan Antonio of Messina 
shall have (dee havere), per 
Palermo sugar, so many loaves 
weighing net so many pounds, 
at so many ducats per hun- 


agreement—so many ducats, dred, amounting, net of brok- 
as shown by his own hand- erage, to so many ducats, of 
writing in his book, .......p. 1—£, s, d which I now must pay so 
many ducats and for the rest 
I have time until the end of 
next p. 4—é, 8s, d 


cases. It still shows a complete statement of both sides of the 
whole transaction and makes use of the customary technical phrases 
although the spelling of the latter is slightly different. But in one 
particular a significant change is indicated. The title of the contra 
account to the debit entry is brought from its accustomed place 
at the end of the paragraph and more closely associated with the 
title of the account debited. The same practice is followed on the 
credit side. The result is that the essential facts of the entry are 
more concisely stated than formerly. Thus the full significance 
of the debit entry is in the sentence: ‘“‘Mr. Zuan shall give, per cash 
paid him,” and of the credit entry: “Mr. Zuan shall have, per 
Palermo sugar.” These sentences come much nearer being tech- 
nically-worded journal entries which are duplicated in the ledger 
than the earlier ledger entries were. The earlier entries were tech- 
nically more loosely constructed but they very definitely stated that 
the contra was in credito so and so. Here the contra account is 
indicated only by the word per and hence the entry is much more 
technically phrased. 

The significance of this apparently minor change in the wording 
will be reinforced by the next few examples. It marks a definite 
step in the visible evolution of the ledger account. 

About one hundred years after Pacioli’s work, another Italian 
monk, named Angelo Pietra, wrote a text applying bookkeeping to 
the affairs of monasteries. An example of the ledger accounts 
which he shows is given below. 

In their general outline and phraseology Pietra’s entries are very 
similar to those described by Pacioli. The essential facts (debits 
and credits) are compactly expressed at the beginning of each 
*Geijsbeek, “Ancient Double Entry Bookkeeping,” p. 55. 
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A Ledger Account of 15867 


St. Ignatus in Riva shall give St. Ignatus shall have on the 
on the last day of May / 27 of July /_ by the Gran- 
to general income of this year, ary, for beans received from 
per balance transferred ....p. 60 them this year for our ac- 


£24, s10 count, calculated at the cur- 
rent price of 30 soldi ........ p. 29 
£52, s.... 


entry and the sequence of words is again more like a journal entry 
than was the case in the 1896 and 1486 examples. There is to be 
noted, however, the definite use of the preposition “to” in con- 
nection with the contra of the debit, and the preposition “by” with 
the contra of the credit. This technicality was not apparent in the 
earlier examples (Pacioli uses “per” in both sides) and is pointed 
to at this time because later practice invariably made use of it 
for many years. Another small innovation is seen in this example 
in the diagonal stroke separating the debit and its contra and the 
credit and its contra. This is a peculiarity carried over from the 
journal, where by this time two slanting lines were used to sep- 
arate the debit and credit in the statement of the transaction. 

The next example is from a text by John Mellis (England, 1588). 
There is some reason for thinking that Mellis did little but reprint 
an earlier work by one Hugh Oldcastle (1548). If this be true, the 
following ledger account can be traced back to this, the earliest 
known work on double-entry written in English. 


A Ledger Account of 1588 (15437) * 


1587 Folio 1 1587 Folio 1 

Aug. 8—Chest or Ready Money Aug. 12—The account of the 
ought to give me (or is Chest or Ready Money is 
Debtor to Stock) £, s, d due to have £, s, d and is 
for so much ready money for so much lent R. B. as 
in gold and silver I have in his account in Debtor, 
this day in stock, as in 


Probably the most interesting feature in this example is the 
inclusion of both the older and the newer phraseology in the same 
entry. The account debited is mentioned at the beginning of the 


*Geijsbeek, op. cit., p. 100. 
*From a reproduction of Mellis’ “Brief Instruction,” by P. K. in Accountant, 
May 1, 1926. 
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paragraph and the contra account at the very end. That is the 
method followed in the 1396 and 1436 examples. At the same time 
in his parenthesis Mellis phrases the essence of the transaction in 
a very journal-entry-like style—“Chest is Debtor to Stock”—which 
is a good deal like the phrasing of Pacioli (1494) and Pietra (1586) 
in its concise association of the debit and credit references. The 
parenthetical expression in this ledger entry is more nearly an 
identical copy of the phrasing of the journal entry from which the 
ledger entry was posted than any other thus far considered. Mellis’ 
journal entry was as follows: 


“Chest or Money is Debtor (or owes) to Stock belonging to me—’” etc. 


In his ledger Mellis translates the technical terms dee dare and 
dee havere quite literally into English as “ought to give” and “is 
due to have.” Yet feeling no doubt that such a translation might 
not clearly carry the meaning to English readers, Mellis (or Old- 
castle) also uses the very different alternative phrase “is debtor 
to.”+ Elsewhere in his text he says, “all things received must owe 
all things delivered, as Money owes to William Hall.” This rendi- 
tion into English of the older authors seems to have introduced 
a novel idea. It is rather questionable whether the older writers 
in saying, “Cash shall give, per Peter” meant to imply that cash 
owed to Peter. It seems more likely that their thought was— 


Cash shall give [to the Proprietor] and 
Peter shall have [from the Proprietor] 


and the phrases in brackets would be implied even if not expressed.* 
The early writers, however, did not make their processes of analysis 
as clear as they did the small details of the recording methods in 
use, and writers who followed, such as the English and the Dutch, 
had to do the best they could in making the essential processes of 
the foreign methods clear to readers of their own nationality. 
The example from Mellis brings the development down to the 
end of the 16th century. The time now covered is about two hun- 
dred years, and the outstanding characteristics of the ledger ac- 
counts of this time can be reduced to two in number. First, there 
was little evidence of form as such except the juxtaposition of 


tIn this phrase Mellis is unwittingly laying the groundwork for the inept 
English terminology of the future which makes it necessary to use the 
sume word “debit” as a noun, verb, and adjective. 


*See discussion in Geijsbeek, op. cit., p. 15 and p. 85. 
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debits and credits and a certain formality in the wording of the 
entries. Second, the record from the book of original entry was 
twice duplicated completely in the ledger, once in the account 
debited and once in the account credited. The ledger therefore was 
not a compilation of classified debits and credits but rather a class- 
ified grouping of entries (transactions). 

Early in the next century certain modifications in the form of 
the ledger account became evident, which suggests that the tendency 
was for account evolution to move in the direction of a more 
simplified and abbreviated arrangement. The style of ledger ac- 
count introduced at this time prevailed for practically three hun- 
dred years with but little further alteration. As will appear 
presently, the differences between the ledger accounts of Mellis 
(England, 1588) and those of Stevin (Holland, 1604) were much 
more marked than were the differences between the acounts of 
Stevin and any of his successors for nearly three centuries. The 
later accounts were more like those shown by Stevin than Stevin’s 
were like those of Mellis and the Hollander’s other predecessors. 


A Ledger Acount of 1604* 


(Left Folio) (Right Folio) 
Notes Debet Year 1600 Notes Credit Year 1600 
30 Jan. 30 May 
Per capital fol. 3 144 0 0 Per Peter DeWitt 
28 March 334 16 
Per David Roels fol.15 95 4 0 4 Aug. 
Per pepper fol 16 20 0 0 


Here for the first time the account begins to take on a modern 
appearance—to give less the appearance of narrative paragraphs 
and more the effect of tabulations. 

The title of the account is definitely separated from the body of 
the entry and placed above the details. Together with the title 
stand the technical terms debet and credit, now clearly “labels” to 
the respective sides of the tabulation and no longer merely the 
verbs of complete sentences. Yet, it is to be noted, the words and 
phrases employed are not entirely without grammatical relationship 
in spite of their altered spacial relationship. If we but substitute 
for “debet” the original verb form, “shall give,” the left entry may 
be made to read: “Notes shall give (is debited), per capital on page 


*Geijsbeek, op. cit., p. 128. 
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3, for 144,” and the right side: “Notes shall have (is credited), per 
Peter DeWitt on page 10, for 334.” So the essence of the older 
practice of using complete stentences is still present, although per- 
haps somewhat obscured by the altered location of the significant 
words and by the translation of dee dare (shall give)) as Debet 
and dee havere (shall have) as Credit. 

The body of Stevin’s ledger entry contains only the date, the 
contra account reference, and the amount; many details which 
found a place in the text of the older ledger entries are here missing. 
This brevity within the entry forms as marked a contrast to the 
earlier practice as does the placing of the account titles. 

The next example is from the English again and shows similar- 
ities both to Mellis (English) and to Stevin (Dutch), although the 
author, Richard Dafforne, refers directly in his preface only to his 
indebtedness to Stevin. The book went through several editions 
between 1634 and 1648, and probably very definitely influenced later 
writers. The following ledger account is from the third edition. 


A Ledger Account of 1660* 


(Left folio) 
Fol. 1, Anno 1633, in London 


Cash is Debitor s 4d 
1 Jan. To Stock for several coynes of money .........................::0:- 1000 15 7 
27 Feb. To Jacob Symonson his account current .................0........ . 328 10 11 
Etc. 
(Right folio) 
Cash is Creditor £ e ad 
4 Jan. By George Pinchback paid in part ..........000..0..00.0ccc 144 
13 March By Figs in Company, 3/5 R. R., 2/5 for me .................... S |= & 
Etc. 


Dafforne uses the same English terminology in his ledger accounts 
as did Mellis, namely, “Cash is Debitor to Stock,” but does not, as 
does Mellis, use also the literal translation (“ought to give” and 
“is due to have”) of the original terms. In arrangement, however, 
Dafforne’s account is much more like Stevin’s, although Dafforne 
does not use the preposition “by” (per) to introduce both the ledger 
debits and credits as does Stevin. He follows Mellis and the later 
Italian practice in the use of “to” with the debits and “by” with 
the credits. 


*Geijsbeek, op. cit., p. 176. 
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It is clear from this example that the account title, even though 
set apart as a heading, is to be read with each entry thus making 
still a complete sentence which states not only the debit but the 
contra credit as well. Thus the first entry on the debit side above 
is read: 

Cash is Debitor (in title) to Stock (in entry) 
Reading the heading of the credit side along with the entry gives: 
Cash is Creditor (in title) by George Pinchback (in entry) 


This is as much as to say for the credit: Cash is trusted by Pinch- 
back; and for the debit it is as much as to say: Cash is indebted 
(owes) to Stock (i. e. capital). However, Pinchback cannot truly 
be said to look to (my) Cash directly for payment, but to me, the 
proprietor; we can now see that it would be incorrect theory to 
say that Pinchback has intrusted (my) cash account with any- 
thing; he has in fact intrusted me, the proprietor, and not one of 
my accounts; if anyone has so intrusted anything to my cash ac- 
count, it is I, the proprietor, who has done so. Here is another 
illustration of the point made above that the translation of early 
bookkeeping works from the Italian into Dutch and English failed 
to carry over the real essence of transaction analysis which lay 
within them. 

From this point the story moves rapidly. The English practices 
were now fixed and for the next two hundred years changes were 
few and unimportant. The accounts were kept upon two folios, 
the left for the debit and the right for the credit; account titles were 
now definitely established as headings; and the arrangement in gen- 
eral was less narrative in form and more in the nature of tabula- 
tions than formerly, although each entry still carried a page ref- 
erence to the contra account. 

Early in the 18th century, however, two minor changes appear, 
both in the account headings. The account title was dropped from 
the heading of the credit folio and the phrase “per contra” took 
its place. At the same time the words “debit” and “credit” were 
abbreviated as “Dr.” and “Cr.,” these abbreviations standing at the 
head of the respective folios.* The following example will serve 
to illustrate these distinctions: 


*These characteristics were typical of the accounts shown in the text books 
of King (London, 1717), Weston (London, 1754), Dillworth (London, 
1792), Jackson (New York, 1816), Kelly (London, 1833), and no doubt 

many others. 
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The 18th Century Type of Ledger Heading 


Dr. William Smith per contra Cr. 
(Left folio) (Right folio) 


Technically it was but a step from this form of account to the 
next, but in point of time the older form prevailed for nearly a 
hundred years. It was the middle of the 19th century before both 
sides of the account were shown upon a single page and a single 
title applied to both sides in the modern manner. This form was 
as follows: 


The 19th Century Type of Ledger Account 


Dr. Bills Receivable Cr. 
1847 1847 
May 10 to Wm. Johnson 150.00 Nov. 10 by Cash 150.00 


For over fifty years this was the prevailing type of account.* 
Indeed it may be said to be still in use, for the simple omission of 
the Dr. and Cr. abbreviations in the title and the “to” and “by” 
references in the explanation columns will produce the ledger ac- 
counts in the form used in most ledgers in this country to-day. 

Clearly there was a growing tendency in this period to treat the 
account as a tabulation of facts related to the title. Such details 
as were still entered in the body of the account seem to have been 
used more as brief explanations to the amounts rather than as 
avowedly cross references to the the contra accounts concerned. 

With the disappearance from most ledgers some twenty-five or 
thirty years ago of the explanations, “to so and so” and “by so and 
so,” there passed out of sight the last tangible suggestion in the 
ledger itself that each entry in an account expresses a complete 
thought resolvable into a grammatical sentence. 

This, perhaps, is the most significant change in the evolution of 
the ledger account here noted. Although at first sight it seems a 
very simple and natural alteration, yet it definitely marks the 
transition from a personification concept of accounts to a statistical 
concept. Accounts with Cash, Notes, etc., are no longer “debtors,” 
much less “debtor to stock” or “debtor to John Doe,” and the like. 
Accounts now show on their face nothing but title, date, posting 
*Accounts of this kind are used in the illustrations in the following texts: 


Thos. Jones (New York, 1841), Duff (New York, 1848), Bryant and 
Stratton (Chicago, 1861), Mayhew (Detroit, 1870), Bandy (New York, 
1885). 
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reference and amount. They are little more than the resting place 
of certain data, accumulated and tabulated perhaps without those 
most concerned having much knowledge of bookkeeping as such. 

Indeed in some cases modern twentieth century practice goes 
even beyond this and abandons the ledger account as a form entire- 
ly. In its place are statistical summaries which bear not the faint- 
est physical resemblance to left- and right-sided ledger accounts. 
Figures are tabulated on long sheets with columns for sub-classifi- 
cations, and thought of as “blacks” and “reds” instead of “debits” 
and “credits.” Yet the results finally appear in financial state- 
ments not distinguishable from those differently derived. 

The twentieth century is thus seen to be much less concerned 
with form and more with substance; modern bookkeeping is less 
formal and yet more technical than the accounting of an earlier 
day. As a result bookkeeping no longer aims at classifying some- 
what artificial debt-relationships, but at statistically (i. e. 
economically and accurately) tabulating the changes occurring in 
a great variety of those financial elements which will reveal finan- 
cial condition and the course of economic progress. It is the writ- 
er’s opinion that this important change in the point of view of book- 
keeping is largely derived from the searching analyses into book- 
keeping method and philosophy made during the last quarter of 
the 19th century by such men as C. E. Sprague in the United States 
and J. F. Schar in Germany. Without the loosening of the chains 
of formalism which these writers helped so much to bring about, it 
seems doubtful whether the bookkeeping of a generation or two 
ago, if unchanged, would have been elastic enough to have served 
modern conditions effectively and to have facilitated the develop- 
ment of such aids to management as cost finding, budgetary con- 
trol, and the like. 

Thus there has been a distinct evolution of the ledger account, 
as there has been of all bookkeeping in fact. That evolution has 
brought us very far indeed—farther than the meager outline of 
these paragraphs would indicate. Even the first example here used 
was already (1396) a part of a fairly well coordinated system of 
bookkeeping. What an evolution must have preceded that time! 

And when the fundamentally statistical nature of modern book- 
keeping is definitely and widely perceived, the evolution of account- 
ing will probably be further accelerated beyond any development 
the past five hundred years of bookkeeping have witnessed. 


INSTALLMENT SALES OF REAL ESTATE 
By F. E. Ross, University of Michigan 


Revenue Act of 1926 
Section 212 (d) 


Under regulations prescribed by the Commissioner with the approval of 
the Secretary, a person who regularly sells or otherwise disposes of personal 
property on the installment plan may return as income therefrom in any 
taxable year that proportion of the installment payments actually received 
in that year which the total profit realized or to be realized when the pay- 
ment is completed, bears to the total contract price. In the case (1) of a 
casual sale or other casual disposition of personal property for a price 
exceeding $1,000, or (2) of a saie or other disposition of real property, if 
in either case the initial payments do not exceed one-fourth of the purchase 
price, the income may, under regulations prescribed by the Commissioner with 
the approval of the Secetary, be returned on the basis and in the manner 
above prescribed in this subdivision. As used in this subdivision the term 
“initial payments” means the payments received in cash or property other 
than evidences of indebtedness of the purchaser during the taxable period in 
which the sale or other disposition is made.* 


In 1926 for the first time a Federal revenue act attempted to 
define that troublesome transaction—the installment sale. It is 
true that the Commissioner of Internal Revenue had previously 
promulgated a definition of installment sales, but the description 
was couched in such indefinite terms that much confusion resulted. 
This definition of the Commissioner was expressed in the follow- 
ing extract from Regulations 65, Article 44: 


.... installment transactions, in which the initial payment is relatively 
small (generally less than one-fourth of the purchase price) and the deferred 
payments usually numerous and of small amount.* 


Congress used no uncertain terms but fixed the limit for down 
payments at exactly twenty-five per cent of the purchase price. Just 
why the Act should use the term purchase price, when it is discuss- 
ing the accounts of the seller and means selling price, is not evident. 
This expression doubtless is copied from the Commissioner’s reg- 
ulations. 

The Revenue Act of 1926 also gives us a clear definition of 


*Italics are 
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initial payment which gives legislative approval to O. D. 569. In 
this decision the following statement was made: 


In order to ascertain whether this sale comes within the ruling in Article 
45 of Regulations 45 under which a taxpayer is permitted to report only the 
proportionate part of each installment payment representing profit as income 
for the year in which received, the entire amount of the selling price received 
in cash during the taxable year in which the sale was made is to be taken 
into consideration in determining whether or not the initial payment was a 
substantial one.t 


Note also that this decision uses the proper term “selling price” 
instead of “purchase price” which the regulations of the Commis- 
sioner and the new act both employ. 

From an accounting standpoint, confining the receipts to the 
taxable period in which the sale is made results in a ridiculous 
confusion of accounts in cases where an option or earnest money 
is paid in a taxable period preceding the period in which the sale 
is consummated. Since only receipts of the period of the sale are 
to be considered, the payment made in a previous period cannot 
be treated as a part of the initial payment. This provides a means 
of getting above the now fixed limit of twenty-five per cent by 
taking a substantial deposit on a contract to sell, in one period, 
and a second payment (not more than one-fourth of the sale price) 
at the time of the actual sale in a later period. Apparently the 
only limit on the original deposit is that it must not exceed the 
cost of the property. 

Nor is this the least of the complications, as we are now faced 
with the impossibility of ever showing the option money as an in- 
come figure. 

This apparently offers no difficulty to the Treasury Department. 
The alternative is at hand. If the payment is not income (and they 
say it is not),* then it must be a reduction in cost and there you 
are. The legal minds responsible for the wording of this provision 
doubtless understand that there is a certain balance to be preserved 
between accounts and evidently believe with some bookkeepers that 
strong-arm methods are as satisfactory as theory. The solution 
arrived at appears even more ridiculous when it is seen that it 


*Cumulative Bulletin No. 3, p. 108. Italics are author's. 

*“Payments made prior to the sale are to be applied in reduction of cost so 
far as they do not exceed cost; being treated as income to the extent if 
any, to which cost is exceeded.” Law Opinion 988, Cumulative Bulletin 

No. 2, p. 84. 
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defeats the wording of the clause that reads “which the total profit 
to be realized bears to the total contract price.” 

The profit on the sale cannot be altered even by an act of Con- 
gress and accordingly if we are to reduce the cost price, we must 
also reduce the total sale price in order to show the proper total 
profit. 

The solution of the problem is so simple that there would be no 
excuse to raise a discussion of the subject were it not for the pub- 
lished decisions of responsible revenue officers. Every beginner in 
accounting understands or should understand the use of suspense 
and deferred revenue accounts. Accordingly it is not difficult for 
him to appreciate that what is received in one accounting period 
may be income of a different period, just as a cost incurred in one 
period may be an expense in another. 

The Commissioner has taken such matters into consideration in 
a general way; but in the application to specific types of trans- 
actions has often disregarded the general instructions. To allow 
the taxpayer to keep his accounts on an accrual basis in some 
instances but not in others is at least inconsistent. If the Act 
had defined “initial payment” as payments received during and 
prior to the year of the sale, it would conform to the best account- 
ing theory and practice as well as close the door to evasion of its 
other provisions. 

In a sale of real estate costing $10,000, the selling price being 
$20,000, and involving an option of $1,000 paid during a taxable 
period previous to that of the sale and a second payment of $1,000 
at the time of the sale, the only reasonable treatment is as follows: 

Total selling price 
Deduct cost 


Total profit to be realized ......... 


The per cent of profit to be realized is 10,000/20,000 or fifty per cent of the 
total selling price. 


7“All items of gross income shall be included in the gross income for the 
taxable year in which they are received by the taxpayer, and deductions 
taken accordingly, unless in order clearly to reflect income such amounts 
are to be properly accounted for as of a different period.’ Regulations 
69, Art. 23. Italics are author's. 

“It is recognized that no uniform method of accounting can be pre- 
scribed for all taxpayers, and the law contemplates that each taxpayer 
shall adopt such forms and systems of accounting as are in his judge- 
ment best suited to his purpose. Each taxpayer is required by law to 
make a return of his true income.” Regulations 69, Art. 24. 


.---$10,000 

$ 
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The payments on the contract to and including the year of sale 
are $2,000 and the taxable income for the year of sale is fifty per 
cent of $2,000 or $1,000. When handled in this manner the receipt 
of the option money is not permitted to effect either the income 
of the year in which it is received or the cost of the property. If 
ihe sale is not consummated the amount received as an option 
should be reported as income in the year in which this fact becomes 
known. 

This is the solution which the government calls for: 


Deduct option payment ..... 1,000 
Balance (7) 

Cost of property ............................810,000 

Deduct option payment .............. 1,000 

Total profit to be realized ......10,000 


The total profit to be realized is now 10,000/19,000 or 52.631 per cent of 
$19,000, which, however, is neither the “gross” nor the “total purchase price.” 
The payment on the contract during the year of sale is $1,000, and the taxable 
income for the year is 52.631 per cent of $1,000 or $526.31. 

One variation of the installment sale which seems to offer some 
difficulties is the case in which the buyer assumes an obligation 
of the seller as well as makes some cash payment. 

The Treasury Department has ruled that a mortgage which is 
assumed by the buyer must be treated as the equivalent of cash 
by the seller in determining the amount of the initial payment.* 
This seems reasonable from an accounting standpoint since the as- 
suming of the mortgage benefits the seller nearly to the same extent 
as the receipt of cash. This same rule has been applied where the 
holder of the mortgage has refused to release the seller from his 
obligation,} and in such a case the seller has received no benefit 
which he would not have if the buyer had not assumed the obliga- 
tion. In fact, it can hardly be said that the mortgage has been 
assumed by the buyer as long as the seller is still responsible for 
payment, 


*“In determining the amount of the initial payment it has been the practice 
to cousider as the equivalent of cash mortgages assumed by the pur- 
chaser.” <A. R. M. 140, C. B. No. 5, p. 91. 

TO. D. 409, C. B. No. 2, p. 77. 
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However, it is not on this point that the difficulty arises. Since 
the Department has ruled that mortgages assumed are to be con- 
sidered as a part of the initial payment for the purpose of deter- 
mining whether or not the initial payment is substantial, it seems 
evident that the procedure for determining the taxable income 
during the first year should be to apply the proportion of total 
profit to total selling price to the cash received and the mortgages 
asumed during the first year. 

The correctness of this procedure seems so obvious to the writer 
that it would not be advanced were it not that a recent pamphlet* 
on the subject assumes this treatment to be contrary to the regula- 
tions of the Commisioner, and advances the following solution: 


Thus assume that a property owner sells real estate costing him $100,000. 
This cost includes a $25,000 purchase money first mortgage which he owes 
on the premises. The total coutract price is $160,000. This will be made up 
as follows: 


Second mortgage received in part payment .. 125,000 
payable in five equal annual installments of $25,000. In this case having re- 
ceived only $10,000 in cash, and the mortgage assumed being $25,000, it will 
be seen that the $10,000 cash payment plus the $25,000 mortgage assumed, 
equalling $35,000, this amount is less than one-fourth of the selling price 
of $160,000 and the gain may be reported on the installment plan. 

. . though the contract provides that the selling price shall be $160,000 
of which $25,000 represents a mortgage assumed by the purchaser the fact 
remains that this $25,000 mortgage will not be paid to the seller. 

The price the seller will receive is $135,000 being the $10,000 in cash and 
the second mortgage of $125,000. 

He paid $75,000 ($100,000 less the purchase money mortgage of $25,000). 
His profit therefore is $135,000 less $75,000 or $60,000 and his gross contract 
price for income tax purposes is not the actual contract price of $160,000 
but $135,000. Thus applying the formula: $60,000/$135,000 x $10,000 first 
payment equals $4,444.44. $60,000/$135,000 x $25,000 subsequent payments 
equals $11,111.11. 


Plus profit on $10,000 payment .................... 4,444.44 
Total actual gross profit. $60,000.00 


which accounts for the entire gross profit which will actually be realized 
when the property is paid for and is a correct return of income from the 
transaction. 


*“Sales of Real Estate as Affected by the Income Tax,” Arthur Malina, 
Burdette J. Smith & Company, Chicago, 1926. See pp. 28-30. 


Cash 
First mortgage assumed by purchaser ......... 25,000 
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The solution shown above was doubtless presented because the 
Commissioner had ruled that the realized profit was to be com- 
puted on “each payment actually received in that year... .” The 
wording of the new act is substantially the same in this respect. 

The case depends on the meaning of the word “payment.” The 
solution shown above apparently assumes that the word payment 
implies a cash payment and accordingly since the mortgage as- 
sumed was not a cash payment it can not be included in the amount 
on which the realized profit is to be figured. 

That the Department attached no such meaning to the word 
payment is shown by A. R. M. 140, C. B. No. 5, p. 91 (See footnote 
page 27). Also in the new Act appears the following :“ . . . ‘ini- 
tial payments’ means the payments received in cash or property 
other than evidences of indebtedness of the purchaser... .” If 
an item is to be included as the “equivalent of cash” for the pur- 
pose of determining the amount of the initial payment it must also 
be included for the purpose of determining the amount of taxable 
income. 

Clearly, the Department, and the Congress which passed the last 
revenue act, set no obstacles in the way of applying the per cent 
of profit to items other than cash receipts. The buyer who assumes 
the mortgage gives the seller a promise to pay the mortgage and 
such a promise is “property” to the same extent as a promise to 
pay cash or other consideration to the seller. 

Accordingly, there is no object in adopting a solution which is 
cumbersome and objectionable from the standpoint of both account- 
ing practice and theory. Using the same figures as in the case 
cited, the simple and obvious treatment would be as follows: 


The per cent of total profit to total selling price is 60,000/160,000 or 37.5 
per cent. Applying this percentage to the initial payment ($10,000 cash plus 
$25,000 mortgage assumed) or $35,000 gives taxable income during the first 
year of $13,125. The same percentage of each of the five annual payments 
of $25,000 gives taxable income during each of the next five years of $9,375, 
or a total of $46,875. Adding the taxable income of $13,125 for the first year, 
returns the entire profit of $60,000 and the transaction is completed. 


It is to be noted that the Act differs from the former regulations 
of the Commissioner in that it uses the terms “total profit” and 
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“total contract price” whereas the regulations referred to “gross 
profit” and “gross purchase price.” The exact reason for this change 
is not evident but it paves the way for a more logical treatment of 
installment sales than has been indicated in the past. 

It is very evident that Congress intended a new meaning to be 
attached to the word total although the dictionary defines total and 
gross in very much the same terms. Perhaps since the Act says 
“purchase price” where it means sale price it would not be stretch- 
ing one’s imagination to assume that it means net profit where 
it says total profit. In fact in one sense total profit and net profit 
mean the same thing. The total profit on a sale can be no more 
than the amount realized over all costs and deductions. If property 
costing $5,000 is sold for $8,000 and a commission of $500 is paid 
on the sale, the writer asserts that the profit on the sale cannot be 
computed without taking the commission into consideration and 
that the total profit on the sale cannot be more than $2,500. 

There is nothing more absurd than reporting as profit over a 
series of years an amount that is excessive and attempting to cor- 
rect the situation by deducting as an expense a payment which is 
not necessarily an expense of the year in which it is made. The 
Commissioner may feel that such action is a concession and a 
benefit to the taxpayer but it only results in a false balance sheet 
and the booking of unrealized losses. 

This may be emphasized by citing an actual case. A taxpayer 
sold a piece of real estate for $60,000. The cost was $30,000. Due 
to special circumstances the buyer paid only $1,000 in the year of 
the sale and the balance over a period of several years. It was 
clearly an installment sale. However, the seller paid a commission 
of $3,000 on this sale the same year. According to the theory on 
which the government apparently operates, his profit to report 
would be fifty per cent of $1,000 or $500, with a deduction of the 
total commission of $3,000, which leaves a loss for the year of 
$2,500. 

It is the opinion of the writer that these transactions should be 
treated as follows: 


Deduct commission 

$57,000 


Total profit to be realized 


30 
..$27,000 
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The proportion of total profit to total sale price is 27,000/60,000 or forty- 
five per cent. During the first year return as profit forty-five per cent of 
$1.000 or $450. 

Suppose, to take a possible case, there is no profit in a given 

pl I I g 
transaction. 


Sale price ....$10,000 
Cost : 9,000 
Excess of sale price over cost ; 1,000 
Deduct commission . 1,000 
No profit, no loss sidisavarponeseticuedueaher 0 
Down payment 


Such a transaction should have no effect on taxes, yet apparently 
the government could insist on a deduction of $1,000 in the year 
the commission is paid, offset by a‘ return of $1,000 of so-called 
gross profit over the life of the contract. Of course, if it were a 
single case the taxpayer would have the right to treat it as a com- 
pleted transaction if he wished, but if it were simply one of many 
sales he would doubtless be obliged to adopt the same basis for all. 

The effect on the accounts of a real estate company provides a 
more usual and in some respects a more striking case. Assume 
that a corporation is formed to develop and subdivide a certain 
piece of property. The property is purchased for $50,000 and va- 
rious improvements are undertaken which it is expected will cost 
$150,000. In order to simplify the computations it will be assumed 
that the property is divided into two hundred (200) lots all of 
equal size and desirability, and that a uniform selling price of 
$2,000 is fixed for each lot. It will be seen that the cost per lot 
is $1,000, provided the estimate for future improvements is correct. 
The terms of sale are to be as follows: (1) twenty-five per cent of 
the selling price to be paid during the year of sale; and (2) twenty- 
five per cent during each of the three following years. Selling 
commissions are fixed at twenty per cent of the selling price, to 
be paid in full by the time the contract is half completed. This 
means that forty per cent of each payment received must be paid 
to the salesman until the contract is reduced to fifty per cent of 
the selling price. 

Assume, now, that the sales budget is planned as follows, and 
is carried out as planned: 
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Ist yr. 
2nd yr. 


3rd _ yr. 


4th yr. 


5th yr. 


6th yr. 


7th yr. 


as follows 


Year 


1st 

2nd 
3rd 
4th 
5th 
6th 
7th 


Sales by Years 
% of Lots 


Year Number of Lots 
1st 80 lots 
2nd 40 lots 
3rd 40 lots 
4th 40 lots 

200 lots 


25% of $160,000 


25% of $160,000 
25% of 80,000 
25% of $160,000 
25% of 80,000 
25% of 80,000 
25% of $160,000 
25% of 80,000 
25% of 80,000 
25% of 80,000 
25% of $ 80,000 
25% of 80,000 
25% of 80,000 


25% of $ 80,000 


25% of 


80,000 


25% of $ 80,000 


Net Realized Projfit—First Method 


Payments 
on 
Contracts 

$ 40,000 
60,000 
80,000 

100,000 
60,000 
40,000 
20,000 


$400,000 


Total receipts from 200 lots 


(sales 
(sales 


(sales 
(sales 
(sales 
(sales 
(sales 
(sales 
(sales 
(sales 
(sales 
(sales 


(sales 
(sales 


(sales 


BE 


40% 
20% 
20% 
20% 


100% 


of 1st 
of 2nd 
of 1st 
of 2nd 
of 3rd 
of ist 
of 2nd 
of 3rd 
of 4th 
of 2nd 
of 3rd 
of 4th 


of 3rd 
4th 
of 4th 


ScnEDULE I 


% of 


Profit 


50% 
50% 
50% 
50% 
50% 
50% 
50% 


yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
yr.) 
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Sales in Dollars 


This schedule will provide cash receipts as follows: 


or 
or 
or 


or 
or 
or 


or 
or 
or 
or 


or 
or 
or 
or 
or 


or 


If commissions be deducted only in year of sale the profit per cent 
is 1,000/2,000, or fifty, or the results for the seven years will be 


$160,000 
80,000 
80,000 
80,000 


$400,000 


$ 40,000 
$40,000 
20,000 60,000 
$40,000 
20,000 
20,000 80,000 
$40,000 
20,000 
20,000 
20,000 100,000 
$20,000 
20,000 
20,000 60,000 
$20,000 
20,000 40,000 
20,000 


Gross Deduct Net 
Realized Commissions Realized 
Profit Paid Profit 
$ 20,000 $16,000 $ 4,000 

30,000 24,000 6,000 
40,000 16,000 24,000 
50,000 16,000 34,000 
30,000 8,000 22,000 
20.000 20,000 
10,000 10,000 
$200,000 $80,000 $120,000 
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Of course, it is now necessary to consider other income and ex- 
penses which will effect the net taxable income for the various 
years. There will be interest received each year on contract bal- 
ances and there will also be general and administrative expenses 
that cannot be allocated to specific sales. In arriving at a work- 
able figure for interest receipts an arbitrary amount of $2,000 has 
been used for the first year and the amounts for the other years 
are arrived at by taking six per cent of the contract balances at 
the beginning of each year. This is also arbitrary to a certain 
extent but is approximately correct. 

In computing general and administrative expenses, and in all 
other matters, it has been assumed that the company will operate 
only for the period of seven years and that no other activities are 
entered into. 

In such a situation as outlined it seems likely that the expenses 
will decrease after the second year. All lots being sold by the end 
of the fourth year, the expenses of the last three years will amount 
only to those necessary to carry and collect the remaining con- 
tracts. The expenses of the first year have been set at a lower 
figure than those of the second on the assumption that they are 
not for a full year. 

Taking these estimates into consideration it is now possible to 
prepare a schedule to show the net profit of the company by years 
and the accumulated surplus or deficit. 


ScHEDULE II 
Net Profit or Loss and Surplus or Deficit—First Method 


Net Profit Surplus 
Realized Interest Deduct or or 

Year Profit Received Total Expenses (Loss) (Deficit) 
1st $ 4,000 $ 2.000 $ 6,000 $ 8,000 $ (2,000) $ (2,000) 
2nd 6,000 7,200 13,200 12,000 1,200 ( 800) 
3rd 24,000 8,400 32,400 10,000 22,400 21,600 
4th 34,000 8,400 42,400 8,000 34,400 56,000 
5th 22,000 7,200 29,200 6,000 23,200 79,200 
6th 20,000 3,600 23,600 4,000 19,600 98,800 
7th 10,000 1,200 11,200 4,000 7,200 106,000 


$120,000 $38,000 $158,000 $52,000 $106,000 


It should be noticed that although a total profit of $106,000 is 
realized on the sales during the seven year period, the first two 
years do not appear to have had any part in producing the total 


1 


34 The Accounting Review 


profit. At the end of the second year there is an accumulated 
deficit of $800—not an especially favorable report for a company 
which by that time has sold sixty per cent of its lots and received 
$100,000 therefor, or 41.6 per cent of their total sale price in cash. 

Perhaps some who are not concerned with the accuracy of bal- 
ance sheet statements or the advantages of comparing the results 
of one year with another, may say that any method is satisfactory 
which accounts for the total profit during the seven years. How- 
ever, entirely aside from the question of accurate statements there 
is the equally practical one of losing the benefit of the income tax 
credit of $2,000 which is allowed corporations having incomes of 
less than $25,000. This credit is not cumulative and once lost is 
lost forever. 

The above treatment, although to the writer obviously objection- 
able, is in general use and doubtless will continue to be used until 
the Treasury Department takes a more conciliatory attitude toward 
the deferring of-costs. 

Nevertheless, a satisfactory solution is at hand which should be 
used whenever possible. Treating commissions as deductions from 
the selling price would leave a net realizable profit of thirty per 
cent on each lot sold (sale price $2,000 less commission of twenty 
per cent, or $400, and less the cost of $1,000 leaves a profit of 
$600 or thirty per cent of the selling price). Using this percentage 
of profit on the collections of each year as was done before gives 
the following table: 


ScHEDULE III 


Net Realized Profit—Second Method 


Payments Net 
on % of Realized 

Year Contracts Profit Profit 
1st $ 40,000 30% $ 12,000 
2nd 60,000 30% 18,000 
3rd 80,000 30% 24,000 
4th 100,000 30% 30,000 
5th 60,000 30% 18,000 
6th 40,000 30% 12,000 
7th 20,000 30% 6,000 
$400,000 $120,000 


This schedule can then be used as the basis of a second similar 
to that which shows the net profit or loss by 8 under the first 
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DOLLARS 
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30 000 
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treatment. This schedule makes use of the same arbitrary amounts 
for interest receipts and general expense, and yet the results are 
radically different. 


ScHEDULE IV 


Net Profit and Surplus—Second Method 


Net Surplus 
Realized Interest Deduct Net Balance 
Profit Received Total Expenses Profit End of Yr. 


$ 12,000 $ 2,000 $ 14,000 $ 8,000 $ 6,000 $ 6,000 
18,000 7,200 25,200 12,000 13,200 19,200 
24,000 8,400 32,400 10,000 22,400 41,600 
30,000 8,400 38,400 8,000 30,400 72,000 
18,000 7,200 25,200 6,000 19,200 91,200 
12,000 3,600 15,600 4,000 11,600 102,800 

6,000 1,200 7,200 4,000 3,200 106,000 


$120,000 $38,000 $158,000 $52,000 $106,000 


It will be seen that this method of computing profits gives the 
first two years some share in the results of the entire period and 
allows the company to prepare a statement at the end of the second 
year showing a reasonable earned surplus instead of a deficit. It 
also makes it possible for the company to take advantage of the 
credit of $2,000 each year in making its income tax return. 

A graphic comparison of the results obtained by these two 
methods of accounting for commissions, is presented on the accom- 
panying chart (page 35). 

The figures charted are from schedules II and IV, columns five, 
six, and seven. Only the surplus balances of the first three years 
are shown as the variations are most noticeable during those years. 


1st 4 
2nd 
3rd 
ith 
5th 
6th 

7th 


PROBLEMS OF REAL ESTATE AUDITING 


By H. F. Taceart, University of Michigan 


One who undertakes to audit the books of real estate concerns 
is apt to run afoul of situations as complicated and obscure as it 
is possible to imagine. The most ingenious inventor of C. P. A. 
questions could furnish no worse tangles than are to be found in 
the accounts of this type of business. The examiner is under the 
handicap of having to produce most, at least, of the salient facts 
in plain black and white, whereas the details of much that goes on 
in a real estate office are hidden away in the terms of some lengthy 
contract, or, worse, lie buried in the memories of the several persons 
who took part in the transactions, each one of whom may have a 
different recollection of what took place. 

The “trades” or “deals” furnish many of the perplexities. Trans- 
actions into which barter enters to a greater or less degree are very 
common in the real estate business, but the technique of accounting 
for them is not well developed. One reason for this is the lack of 
standardization of these transactions. Each one is a special study 
in itself. It cannot usually be worked naturally into the ordinary 
routine of bookkeeping. The bookkeepers are not often capable 
of analyzing difficult situations, and when anything happens which 
is not simply taken care of they make no great effort to find out 
what should be done. Unless the concern can afford a full-time, 
capable accountant there is usually no one in the office able to de- 
termine what entries should be made. Those who are responsible 
for the transactions often fail to realize that the bookkeeping in- 
volved is anything out of the ordinary and take no pains to make 
sure that a proper record is kept. In cases where no cash changes 
hands it would be quite possible in many offices for the bookkeeper 
to be totally unaware that anything had occurred. 

Illustrative of these observations are the three cases described 
in the following pages. 


I 


In checking up the lots in a certain subdivision the auditor was 
making sure that those which seemed to be unsold were actually 
owned by the company. As to lot No. 176, for which there was 


A 
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no trace of a sale, he was told that it was no longer owned by the 
company, but had been sold to one Walters, who was now in full 
possession. When the property had been bought for purposes of 
subdivision, the auditor was informed, this lot had had a house 
on it. Some repairs and alterations had been made and the whole 
had been sold to Mr. Walters. 


It was now up to the auditor to ferret out the details of the sale. 
Evidently no cash had changed hands, for in that case there would 
have been some record of the transaction. No contract, note, or 
mortgage in the possession of the company bore Mr. Walters’ name, 
and it was insisted that he owned the property free and clear, so 
far as the company was concerned. He must, therefore, have paid 
in full in some form or other, and the question was as to how he 
had’ done it. 


The process of determining the true history of the deal was so 
like fitting together the irregular sections of a picture puzzle that 
that simile may conveniently be used. In two respects this puzzle 
was more difficult than the ordinary one. In this case the parts 
had first to be found before they could be placed in the proper 
juxtaposition. Furthermore, while the usual puzzle is accompanied 
by a completed picture showing what the result will be when the 
pieces are correctly placed, this feature was lacking in the present 
case. All that was to be had was the assurance that when the 
pieces were found and brought together in the proper manner a 
picture would result. 


In addition to the mere knowledge that the sale had taken place, 
the following information was gradually collected by a thorough 
search of the books, the files, and the memories of those concerned. 
The data are given approximately in the order of their discovery 
and investigation. 


1. Several cash receipts from. a mysterious Dr. Brown. The bookkeeper 
had not known what these receipts were for, but had assumed that they 
must be on some land contract, although no contract in the name of Dr. 
Brown was anywhere recorded in the books. She had credited these items 
in toto to Contracts Receivable. This put the controlling account out of 
balance with the contracts ledger, and these receipts had been marked for 
explanation when an attempt had been made to check up the contracts 
ledger. Now the auditor was informed that such a contract had existed, 
that it had come into the hands of the company in the Walters deal, and that 
it was not all settled up. After enlisting the office force in a search for a 
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copy of the contract itself, which someone thought was somewhere in the 
files, the auditor proceeded to look for further evidence. 

2. A disbursement of $1,600 which purported to be the payment of a 
mortgage on the Brown house. A note underneath the entry gave the in- 
formation that this mortgage was being paid off in order that a $4,000 
mortgage might be submitted. 


3. An entry made on December 31 by some zealous person who, in check- 
ing over the books, had taken note of the above payment and wished to 
account somehow for the mortgage, for whose assumption no entry had been 
made. This party debited Cost of Subdivision Property and credited 
Mortgages Payable, for $1,600. This credit, incidentally, was the only entry 
correctly made for any part of the original transaction. The corresponding 
debit was incorrect. 

1. A receipt of $4,000 and a corresponding credit to Mortgages Payable, 
evidently in fulfillment of the intention expressed in (2), above, to place 
a larger mortgage on the Brown house. 

5. An entry showing the placing of what was known as the Mrs Carey 
mortgage for $3,500 on lot No. 176. <A special page in a ledger had been 
devoted to this mortgage, but Mrs. Carey’s name had been scratched out 
and that of Oscar Worthy, a well-known lccal financier, had been put in its 
place. This account also showed that the mortgage had been satisfied by a 
cash payment of $150, a note of $1,500, and a second mortgage of $1,850 on 
the same property. 

6. The $150 appeared among the disbursements, charged to Notes Payable. 
No trace of the other two items existed in the books outside of the ledger 
page itself. 

7. An inquiry was then instituted as to the justification for the change 
of names and the apparent disposition of the mortgage. After some search 
it was discovered that there had actually been two mortgages, both for 
$3,500, on lot No. 176. One was Mr. Worthy’s claim which, it appeared, had 
been assumed when the property was originally purchased. No entry had 
ever been made of it. It had actually been disposed of in the manner de- 
scribed. Mrs. Carey had then loaned the company $3,500 on a first mortgage 
on the same lot. The fact that the two obligations were identical as to 
amount and security was responsible for the confusion. 

8. The note for $1,500 to Mr. Worthy, marked paid at a bank with which 
the company ordinarily did no business. The date of cancellation coincided 
with the date of a check to this bank for $230, which was entered in the 
cash book as a charge to Interest Paid. An explanatory note accompanying 
the entry asserted that this was the interest on a mortgage which the com- 
pany had assumed in another deal, and which was held by the same bank. 
Neither amount nor date, however, corresponded with any possible payment 
of interest on this mortgage, and by inquiry at the bank it was ascertained 
that actually $200 had been paid on the principal of the note to Worthy and 
that only the $30 was interest. $1,300 had been renewed and was still out- 
standing at the time of the audit. 
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9. A deed to a lot in another subdivision. Upon inquiry the auditor was 
told that this lot hud been received in the Walters deal. The deed did not 
show, of course, at what price the lot had been taken in, but someone pro- 
fessed to remember that Walters had been given credit for $1,100 for this lot. 
Its acquistion had never been recorded on the books. 


10. The recollection of the salesman who had been responsible for the 
deal that he had been paid a commission on a sale price of $7,500. The com- 
mission accounts of this concern were so ill kept that no verification could 
be made of this statement. The salesman had no clear memory of any other 
details. 

11. Finally, after several dusty searches, a bedraggled copy of the Brown 
contract was triumphantly brought to light. A formerly attached sheet 
which, it was claimed, had had the full details of the transaction on it had 
been carefully removed and destroyed. However, receipts signed by Walters 
down to the date of the trade showed the balance as of that date to have 
been $4,589.11. Subsequently the company had received from Brown three 
monthly installments of $52.50 each and an extra payment of $500. These, 
after deducting interest, brought the balance down to an even $4,000, the 
amount of the new mortgage which the company had placed upon the Brown 
house. At this point. Brown had taken over the mortgage and the payments 
on the contract had ceased. 


Now it became possible to essay an entry for the Walters deal. 
Apparently the company had received the Brown contract and the 
lot. Walters had taken over the Carey mortgage and the Worthy 
second mortgage. The company, in turn, had assumed the $1,600 
mortgage on the Brown house. Assuming that the lot had actually 
been received at $1,100 and that the Brown contract was taken in 
at its face value, the sale price of lot No. 176 was $9,439.11, and the 
entry as follows: 


Lot $1,100.00 
Contracts Receivable (Brown) : 4,589.11 
Mortgages Payable (Carey) Gicee 3,500.00 
Mortgages Payable (Worthy) 
Mortgages Payable (Brown house) $1,600.00 


This entry fails to agree with the recollection of the salesman 
that the price was $7,500. The explanation of this discrepancy was 
that part of the selling price had merely covered improvements 
made in the house since the purchase of the property, for which the 
salesman was given no credit. This solution was accepted since 
it was found that expenditures of approximately the amount of the 
excess had actually been made on the house. 
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It is to be remembered that the first Brown mortgage had been 
placed on the books, so that the entry given above could not be used 
unchanged. The debit corresponding to the credit to Mortgages 
Payable, however, was to Cost of Subdivison Property. A credit 
to this account was, therefore, substituted for the credit to Mort- 
gages Payable in the sale entry. Furthermore, in order to take 
care of the fact that part of the selling price was a mere reim- 
bursement for costs especially applicable to this lot, and to keep 
the Sales account free from this entanglement, it was decided best 
to credit Cost of Subdivision Property directly with $1,939.11, since 
that account had been charged with the expenditures, and to credit 
Sales with only $7,500. The entry finally arrived at was as follows: 


Lot $1,100.00 
Contracts Receivable 4,589.11 
Mortgages Payable 5,350.00 
Sales $7,500.00 
Cost of Subdivision Property 3,539.11 


The following entries had also to be made regarding the original 
Worthy mortgage: 


Cost of Subdivision Property $3,500.00 
Mortgages Payable $3,500.00 
To correct the failure to recognize the Worthy 
mortgage when the property was purchased. 
Mortgages Payable ; $3,500.00 
Notes Payable $ 150.00 
Notes Payable : 1,500.00 
Mortgages Payable = 1,850.00 
To record the settlement of the Worthy first 
mortgage and to correct the debit to Notes Pay- 
able for the $650. 
Notes Payable $1,500.00 
Interest Paid 200.00 


To record the partial renewal of the Worthy note 
and to correct the debit to Interest Paid for 
the $200. 
Other entries to correct the entries for the receipts on the Brown 
contract and to show its cancellation and Dr. Brown’s assumption 
of the $4,000 mortgage completed the necessary adjustments. 


II 


The X Land Co. bought a house and lot from A at a price of 
$6,000. A was paid in cash to the extent of $1,040, a mortgage of 
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$1,000 was assumed, and the company undertook to pay one of A’s 
outstanding notes whose face was $1,000. For the balance, $2,960, 
A was given an equity in six lots in a subdivision owned by the 
company. The anticipated selling price of these lots was $4,760. 
They were to be sold to other parties and A was to receive all prin- 
cipal and interest paid in by the purchasers until his equity was 
satisfied. It was stipulated that all payments to A were to be con- 
sidered as on the principal of the debt, interest at six per cent on 
the decreasing balances of the obligation to be computed and paid 
at the end of the transaction. 
At the time of the purchase the following entries were made: 


To record the purchase of A’s house and lot. 


To record the partial settlement of A’s claim. 


The bookkeeper, evidently mistaking this transaction for one of 
the many where a buyer of lots exchanges property in part or in 
whole for his lots, debited Contracts Receivable and credited Sales 
for the selling price of the lots in which A was to have an 2quity. 
A sheet in the contracts receivable ledger was made out in A’s name 
and debited with $4,760. This account was then given credit for 
the balance owed to A by the following entry: 


Contracts Payable—A ......... $2,960.00 


A’s claim. 


The credit was duly recorded on the special sheet mentioned above. 

Then the lots were sold by the company to other parties. No 
journal entries were made for these sales, but separate sheets were 
placed in the contracts ldger and charged with the selling prices. 
As receipts came in, credits were made to Contracts Receivable and 
Interest Earned, as was the usual custom. 

When it became necessary to make payments to A the book- 
keeper made the discovery that she had deprived herself of an ac- 
count in which to make the debits, since the liability to A had 
been closed out by her previous entries. Being an ingenious girl, 
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however, she surmounted this difficulty by debiting Contracts Re- 
ceivable and crediting Accounts Payable—A for $2,960. She thus 
furnished herself with an account which could be debited as cash 
was remitted to A. She posted the debit to Contracts Receivable 
only to the controlling account, however, since there seemed to be 
uo place for it in the subsidiary ledger. 

Thus things went along quite satisfactorily until the auditor 
came. In this office it was not the custom to prove the contracts 
ledger each month. The bookkeeper had all she could do to get a 
trial balance of the general ledger. The first task of the auditor, 
therefore, was to effect a reconciliation between the contracts ledger 
and its control. In this case the adjustment was not difficult. 

The contract receivable in A’s name had no reality and did not 
belong in the books. A had bought nothing, and owed nothing, yet 
a balance of $1,800 was charged to him. This had to be wiped out. 
It had been entered in a perfectly regular manner, however, so that 
its elimination would not affect the relationship between control- 
ling account and ledger. 

The charges to the individual contracts on the six lots, on the 
other hand, had been placed in the ledger without any reference 
to the control. There were, therefore, debits in the ledger totaling 
$4,760 which had no corresponding entry in the control. The con- 
trol, in turn, contained a debit of $2,960 which had not been posted 
in the detail ledger. 

The journal entry required was as follows: 


Contracts Receivable (control only) ° $4,760.00 
Contracts Receivable (control only) $2,960.00 
Contracts Receivable—A (control and detail) .......... 1,800.00 


The postings are indicated by the words in parenthesis. The pur- 
pose of the entry was three-fold, each part having its own special 
role. The debit brought the control into agreement with the detail 
as regards the debits made in the six contract sheets for individual 
lots. The first credit reversed the debit made when the liability to 
A was restored. The second credit disposed of the contract re- 
ceivable in A’s name. The only adjustment in Accounts Payable— 
A was to transfer it to Contracts Payable, where it belonged. Ac- 
crued interest on this liability had, of course, to be calculated, but 
it was set up in a separate account in order that the balance of this 
account might conform to the letter of the agreement. 
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III 


Six months after the close of the first year of operation of a real 
estate subdivision an auditor was called in to make an examination 
of the books and a report on the first year’s business. A tax return 
had been made up at the proper time by an individual who had 
taken the books at their face value, but now the owners wished a 
thorough audit and such complete and accurate statements as they 
apparently thought unnecessary for tax purposes. 

It was evident from the start that the books were in a very un- 
satisfactory condition and that they failed grievously in anything 
like a full account of the events of the year. Nothing but cash 
transactions had been recorded except the contract sales, which 
had been entered because of the necessity of having accounts to 
which to credit the resulting receipts of cash. No liabilities for 
commissions appeared, although it was certain that there were 
some deferred commissions, and in fact no liabilities at all had 
been recognized except those contracted by borrowing at the bank. 

The auditor therefore kept an especially sharp lookout for signs 
of unrecorded transactions, and all contracts, deeds, mortgages, and 
other papers were scrutinized with unusual care. All the local 
banks were visited with a view to finding unrecorded obligations 
which might be in their possession. The records of the first six 
months of the second year were examined for anything that would 
throw light on the preceding year’s business, and in particular the 
cancelled checks and receipted bills and notes were given attention. 

Several thousands of dollars of liabilities were thus located. 
Among them were a group of notes which related to dealings of the 
firm with one of its salesmen named Burnham. A full description 
of the notes and entries, if any, which had been made for them is 
necessary for an understanding of the affair. 

1. Two notes totaling $2,500, drawn in favor of Burnham about July 15 
vnd marked paid by the First National Bank about October 15, were found 
in the files. No record of these notes appeared on the books. Investigation 
showed that both notes had been renewed on October 15, but that one had 
been paid on January 15 and the other had again been renewed and was 
still outstanding at the time of the audit. A partner who had signed the 
notes said that the firm had come to a final settlement with Burnham about 
July 15, and that the notes were in full for his commissions. He had since 
gone to Florida, so that he could not be consulted as to his version of the 
matter. This explanation seemed adequate until other discoveries indicated 
that it must be modified. 
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2. A note for $600 in favor of the Reddicut House Co., signed by Burn- 
ham, dated June 1, and marked paid by the Merchants’ Bank on September 1, 
was found along with the firm’s own cancelled notes. The disbursements 
book showed that interest had been paid September 1 on such a note, and 
inquiry at the bank showed that it had been renewed for four months. About 
January 2 interest had been paid again and the note again renewed. This 
also was outstanding at the time of the audit. Two or three cancelled 
renewal notes were found. 

3. Three $50 notes, also signed by Burnham, dated June 1, in favor of 
the Reddicut House Co., had been paid by the firm on October 1, November 1, 
and December 1. Similar notes had been paid on the first of each month 
in the new year up to the time of the audit. Of the three paid during the 
first year two had been charged to Notes Payable and one to Interest Paid. 
Someone had later discovered the two charged to Notes Payable and had 
decided that something must be lacking, since no corresponding credits ap- 
peared in the account. This defect had been remedied by charging Cost of 
Subdivision Property and crediting Notes Payable as at December 31. 


These notes of Burnham’s injected a new element into the situa- 
tion. Evidently the settlement had involved the taking over of 
some of Burnham’s liabilities, of which an unknown amount were 
outstanding at the close of the year. No entries, of course, had 
Leen made for the assumption of these notes except the half-hearted 
effort in the case of the two $50 notes described above. 


4. Two $1,000 notes and one for $500 made by the firm at various dates 
in the latter half of the year, payable to the Home Construction Co., were 
marked paid at different dates by the Huron State Bank. These had evident- 
ly been renewed, since no disbursement except for interest had been made 
ut the payment dates. The bank reported that they were still outstanding. 
These notes did not bear Burnham's name, either as maker or payee, and 
were not, at first glance, related to the settlement with him. No trace of them 
except the payment of interest existed on the books. 


Further inquiry concerning the relations of Burnham to the firm 
uncovered a number of pertinent facts. Burnham had been given 
a lot in the subdivision in lieu of $950 of commissions. This trans- 
action had never reached the books. Upon obtaining this lot he 
had signed a contract for the construction of a house on it. The 
terms of the contract will be detailed hereafter. When he decided 
to go to Florida he wished to wind up his local affairs. He there- 
fore turned over to the firm the lot and the partially completed 
house, received the notes for $2,500, and was relieved of further 
liability on the house contract. 

The contract had been made with the Home Construction Co. 
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No copy of the agreement could be found in the real estate firm’s 
office, so the Home Construction Co. had to be consulted for the 
details. This concern was local agent for the Reddicut House Co., 
which supplied all materials of every kind. The total price of the 
house was to be $6,500. Of this amount the Reddicut House Co. 
was to receive $3,012.50 for the material and the Home Construc- 
tion Co. $8,487.50 for the labor and supervision. The cash down 
payment required by the Reddicut Co. was $612.50. This Burn- 
ham had paid, and this was all he had paid on the contract. He had 
in addition signed one $600 note and thirty-six $50 notes for the 
balance due the Reddicut. The cortract was made on June 1. The 
$600 note was due September 1, and the $50 notes were due serially 
on the first of each month for three years, beginning October 1. 
The payments to the Home Construction Co. were to be two of 
$1,000 each and one of $500, payable as the work progressed, and 
the balance to be paid when the work was complete and accepted. 

Burnham had departed before any of the notes fell due and be- 
fore any payments were due the Home Construction Co. The firm 
had therefore taken over the full liability on the contract with the 
exception of the $612.50 down payment. $612.50 of the amount 
given to Burnham was to reimburse him for this payment. $950 
more was given for the lot. The rest was for commissions. 

The entry which should have been made when Burnham received 
the lot is as follows: 


If this entry had been made, the entry at the time of the final 
settlement would have been as follows: 


House Under Construction 6,500.00 

Notes Payable (R. H. Co.) $2,400.00 
Notes Payable (Burnham) ............. 2,500.00 
Home Construction Co. Contract .... 3,487.50 


Final settlement with Burnham, including repos- 
session of his lot and assumption of his liabilities 
on the house contract. 


Some question might be raised as to the theoretical desirability of 
putting the house on the books at $6,500 before it was completed 


} 
Sales $ 950.00 
Sale of lot to Burnham for commissions. 
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and of recognizing the full amount of the liability at this time, but 
from a practical standpoint this is a convenient method of handling 
the bookkeeping, and the credit to the contract can be treated as 
a contra item on the balance sheet rather than as a liability if it 
is so desired. 

At the time these discoveries were made, however, several events 
had intervened which made amendments to the above entries imper- 
ative. The further entries which were required are as follows: 


Home Construction Co. Contract 
To record the notes given by the firm on the house 
contract. 
Cost of Subdivision Property $ 100.00 
To reverse the entry made on December 31 for 
two of the R. H. Co. notes. 
Notes Payable (R. H. Co.) $ 50.00 


was paid and charged to Interest Paid. 


This series of entries would be somewhat more satisfactory than 
one composite entry which would have the same effect on the 
balance sheet but would not tell the whole story as well. The com- 
posite entry which might be made to fit this situation would be 
as follows: 


Home Construction 987.50 


To record the final settlement with Burnham and 
the transactions resulting therefrom, and to cor- 
rect the journal entries for these transactions 
insofar as any were made. 


To correct the entry for the R. H. Co. note that 
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SOME COST ACCOUNTING CONCEPTS OF 
WIDER APPLICATION 


By H. University of California 


The second decade of the present century was marked by a great 
development in that phase of accounting having to do primarily 
with principles, practices, and procedures in the field of man- 
ufacturing. The name applied to this body of material was “cost 


accounting.” During this period, the development of cost systems 
in manufacturing institutions, the attention of engineers and in- 
dustrial associations to cost accounting, and the inclusion of 
courses in cost accounting in the larger universities of the country 
gave evidence of this new development in the field of accounting. 

The content of this branch of accounting had much in common 
with certain books on “works accounting” that had appeared thirty 
years previous to this period in England and with similar books 
which had been published in this country ten years later under the 
name of “factory accounting.” It dealt with elements of cost in 
finished goods, control of raw materials, labor and expense, ac- 
cumulation and distribution of overhead, perpetual inventories, 
cost sheets, time slips and other descriptive matter, peculiar to 
factories. But in this second phase of its development, it bore the 
new cognomen. 

The terms used in this earlier literature, “works” and “factory,” 
would seem to be more in conformity with the general practice 
rather than the name which is now applied to the same body of 
material. When reference is made to accounting in department 
stores, the term “department store accounting” is used; when 
reference is made to accounting in banks, the name “bank account- 
ing” is used; and similarly there exist “real estate accounting,” 
“farm accounting,” “railroad accounting,” “university accounting,” 
and so on. In order to be consistent, it would seem that the name 
to be applied to accounting in factories should be “factory account- 
ing.” Such a label would be in accord with the general practice. 

Reference might also be made to the almost universal use of the 
name “cost accounting” for courses offered by all of the large 
schools of commerce in the United States. In connection with this, 
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the description which is attached to the courses bearing this name 
is almost uniformly a description of industrial accounting, includ- 
ing reference to the elements of cost in a manufactured product, 
accounting systems applicable to different industries, and other 
material descriptive of factory conditions. 

It is suggested that in this evolution of a new name for the sub- 
ject matter and in this failure to apply a label which is in accord 
with the practice in other fields, a certain significance may be seen. 
The fact that the name is derived not from the field in which the 
accounting principles are operative, but rather from one of the 
objects sought in the application of the principles, suggests the 
existence of principles or more universial application. 

Frequent statements of writers that the principles of cost ac- 
counting might advantageously be applied to selling and admin- 
istrative expenses, and that commercial enterprises might well 
emulate the cost accounting of industrial concerns, are conducive 
to serious reflection upon the possible existence of a science, in- 
herent in factory or cost accounting, which is more fundamental 
than surface conditions seem to indicate. There is at least a sug- 
gestion that the description of technical devices and procedures 
which forms the bulk of cost accounting does not exhaust the pos- 
sibilities of the subject. If this branch of accounting is a mere 
description of perpetual inventories, time records, overhead accum- 
ulation and allocation, what do those writers mean who mention 
“application of cost accounting principles” to selling and manage- 
ment activities? 

The factors attendant upon the formation and early history of 
the national organization which deals with factory accounting give 
further suggestions of a wider application. This organization, 
formed in 1919, and with a membership running into thousands, was 
called the “National Association of Cost* Accountants.” Though 
its membership was made up primarily of public accountants in- 
terested in industrial accounting and of accounting officers of man- 
ufacturing units the name applied to the association emphasized 
the term “cost” rather than “factory.” In its constitution it lays 
claim to the existence of a “science of cost accounting.” The in- 
ference is that the science is related to the cost feature, rather than 
to the factory feature. Its publications extend well beyond the 
confines of manufacturing or production. They cover a wide range 


*Italics are author’s. 
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including finance, retailing, wholesaling, public utilities, and farm- 
ing and cattle raising. There is further suggestion here of a wider 
application of cost accounting principles. It suggests the presence 
of principles, peculiarly ’cost” principles, as opposed to “general” 
principles adapted to an environment of manufacturing. 

In the attempt to discover the character of these fundamental 
principles which would be of universal application, certain new 
concepts appear to have been brought into this field of accounting 
which are essential to the accounting procedures described, but 
which are not concepts of general or financial accounting. It is the 
purpose of this paper to enumerate and describe briefly three such 
concepts. It is not assumed that this group of three exhausts the 
field or that the three suggested represent the most logical analysis 
of the fundamental idea. But it is hoped that the recognition of 
the existence of these concepts may lead to a further development of 
cost accounting in fields other than manufacturing and may sug- 
gest applications which have hitherto been somewhat vague, in part 
due, perhaps, to the failure to bridge the gap between industrial 
organization and the organization of other lines of endeavor. 

The three concepts are called “cost accounting” concepts rather 
than “cost” concepts because they are fundamentally “accounting” 
in nature. They are applicable to the principles of general account- 
ing as we know them. They appear in practice in the adaptation 
of general accounting to industrial establishments. They ure, (1) 
the conception of the existence of a transaction which may be 
recorded in the account structure, the parties to which are com- 
ponent parts of a single business unit; (2) the recognition of the 
fluidity of value in accounts, and the corollary, the capacity of an 
account to serve as a medium through which value may pass; and 
(3) an accounting philosophy which is based primarily upon the 
operating statement as a goal rather than the balance sheet. 


DEPARTMENTAL TRANSACTIONS 


The existence of transactions wholly within the business unit is 
a recognized principle of cost accounting and is peculiar to cost ac- 
counting. This is to be compared with general accounting in which 
one of the parties to the transaction must be wholly outside the 
business unit for which the accounts are kept. It is essential to 
the operation of cost accounting systems that departments within 
the business be permitted to do business with each other. This 
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establishment of departmental entities within the business makes 
possible many phases of control and provides much information for 
the mangement which would otherwise not be available for its use. 

Under this concept it is possible for one part of a business to 
perform a service for another part, to make an exchange of values 
with a second part, or to have any relationship with another part 
which is possible between two separate business units. To illus- 
trate, the machine shop in a factory operates for the benefit of other 
departments. In cost accounting its relationship to those depart- 
ments which it serves is set up in a manner similar to the way in 
which an outside machine shop performing a similar service would 
be treated. In a like manner, the power department, the employ- 
ment department, the various maintenance and repair departments, 
and even the general factory administration are considered to be 
separate businesses rendering services to the producing departments 
of the factory. The relationships between departments are recorded 
on accounts as transactions affecting the various departments but 
not going outside of the business unit. 

The advantages to be derived from such a division of the bus- 
iness unit into various factors are evident. The accounts are con- 
structed to demonstrate to the management not only the expense 
of the various units, but also a measurement of the products of 
these various departments. Provision is made for the outgoing 
service or value as well as the incoming expense. 

This accounting concept is one which is capable of application to 
all types of business enterprise. It is not restricted to industrial 
establishments. The division of a business unit into its several 
factors or departments does not depend upon the kind of enter- 
prise. Here, then, seems to be a principle, requisite in cost ac- 
counting, but at the same time capable of use in a much wider field. 
It is a recognition that transactions may exist among the parts of 
which the whole business unit is composed. 


FLUIDITY OF VALUE IN ACCOUNTS 


A second essential conception of cost accounting and one which 
is likewise amenable to more universal application is that of fluidity 
of value. This comprises the idea that value may be passed from 
one account to a second account or even to a third and a fourth 
without necessarily diminishing its quantity. If one may borrow 
from the science of physics and draw an analogy between electricity 
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and value, this same idea might be expressed by the phrase “con- 
ductivity of account media.” A series of accounts may serve as a 
medium through which value may be passed. 

This concept, like the first, is essential to the operation of cost 
accounting in industrial establishments. The value expressed first 
as labor, then as part of the cost of the unfinished goods, illustrates 
the fluidity of that value and the conductivity of the labor account 
in serving as a medium through which the value passes in becom- 
ing ultimately a part of the finished product. The wages paid to 
the laboring man are considered to pass through him into the 
product upon which he works. The accounts are constructed to 
give expression to this concept. In this instance, the value flows 
directly. In other instances, the flow is indirect but none the less 
definite. The outlay for coal and water and labor in the power de- 
partment flows through a series of accounts and rests ultimately 
in the goods manufactured. But in this instance, as well as in 
many others of factory expense, the flow of value is indirect and 
accomplished only through the more or less artificial medium of a 
factory overhead rate. 

Inherent in the idea of fluidity of value is a more definite re- 
lationship between expenditure and income. Instead of being 
treated as two unlike groups of figures opposite in nature, related 
within the group but unrelated as between the groups, a definite 
relationship of cause and effect is set up. Expenses produce income; 
income is the result of expense. They are not only plus and minus 
items affecting proprietorship, but they are items definitely related 
to each other. The use of percentage figures in profit and loss state- 
ments showing the “cost per dollar of sale” is a beginning toward 
the possibilities included in this concept. It is significant that in 
the expression of this relationship of items of expense to income 
that the word “cost” per dollar of sale is used rather than “ez- 
penses” per dollar of sale. 

The capacity of an account to serve as an instrument not only 
for the admission of value but for the delivery of value as well 
opens to nominal accounts greater possibilities of utility. To 
express the object for which the expenditure was made in money 
terms provides management with a measuring stick of inestimable 
value. The value which has been put into the account is expressed 
in terms of output. The account becomes a medium through which 
value passes, rather than a mere repository. 
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The tendency in accounting today to emphasize “unit” figures 
and to supplement accounting statements with manifold statistical 
reports derived largely from the accounts, is, in a sense, an applica- 
tion of the same concept. Money paid for gasoline and oil, for 
drivers and for repairs and upkeep of motor trucks, is expressed in 
units of output—the hour, the mile, or the ton-mile. Railroad 
operating statements are supported by many statistical statements 
relating expenditure and income. Chain stores present “unit cost” 
statements supplementing operating statements for purposes of 
comparison, relating expense and income. 

These various statistical reports, expressing “costs” as material 
supplementing operating statements might be compared to the 
days of “cost finding” in manufacturing. Cost accounting replaced 
“cost finding” in industry only through a modification of account- 
ing theory which permitted the account to serve as a medium 
through which value might be passed. It is suggested that this 
modification of accounting theory is not necessarily limited to 
manufacturing and that the more universal adaptation of the con- 
cept involved might make more useful the operating statements of 
any business. 


OPERATING STATEMENT ACCOUNTING 


General or financial accounting throws the emphasis upon the 
preparation of a balance sheet correct in every detail. The operat- 
ing statement is secondary and follows automatically through the 
use of double entry. The term “financial” accounting, by which 
it is differentiated from other accounting, is indicative of its 
emphasis on the balance sheet. 

Cost accounting deals primarily with dynamic elements as op- 
posed to static elements. It gives attention to operation records 
as opposed to financial records. It deals with the business or- 
ganization in motion as opposed to dealing with it when it is at 
a standstill. 

Cost accounting does give values to goods in process and finished 
goods for the balance sheet, but far more important are the values 
it assigns to those goods which are not now a part of the inven- 
tory, to those costs which it has expressed for the guidance of the 
factory manager, and for the constant control which it makes 
possible through its continuous recording and reporting. This 
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attention to business in motion is primary, the balance sheet aspect 
is secondary and resultant. 

Because cost accounting deals with a moving body, because it 
seeks to report on operations, more frequent reports must be sub- 
mitted to the management, and management evidences a more con- 
stant interest in cost accounting reports. This frequency of re- 
porting is a feature of cost accounting which is capable of use, and 
at the present time is being largely used, in financial and general 
accounting. The usual annual reports are rapidly being replaced 
by the semiannual, quarterly, and monthly reports. The necessity 
for these more frequent reports arises not so much for balance sheet 
considerations as from those attaching to the profit and loss 
statement. 

When attention is given to the relative volume in dollars in the 
income and expense accounts as compared with the volume in the 
assets and liabilities, the value of an accounting concept which 
emphasizes the former is evident. The recording of transactions 
and the resultant treatment of accounts with the goal in mind of 
accurately measuring operating costs, as well as correctly showing 
additions and subttactions to asset and liability accounts, will 
greatly improve the serviceability of accounting to management. 


The foregoing presentation of certain cost accounting concepts 
which may be more widely applied is only suggestive. The con- 
cepts have been defined and described as offering a possible way 
through which the advantages of cost accounting may be available 
to other types of business enterprise. They comprise ideas without 
the use of which all cost accounting procedures would be impos- 
sible; but, in themselves, they contain no characteristic which 
limits them in their application to the field of accounting in which 
they are commonly found. 


SOME COST PROBLEMS IN UNIVERSITY ACCOUNTING 


By 8. E. Howarp, Princeton University 


THE FUNCTIONAL CLASSIFICATION OF COSTS 


From time to time there appear in the public press news and 
others items relating to the costs of higher education. Sometimes 
the reference is to the distinctly personal problem of costs incurred 
by individuals who “go to college.” At other times the reference 
is to the problem of the costs incurred by colleges and universities 
in rendering their services. These two problems are, of course, re- 
lated; not infrequently they are confused. It may be worth while, 
therefore, to differentiate briefly between them. 

To take first the personal “going to college” problem, analysis 
of the situation shows these costs to be divisible into three groups: 


1. Costs arising directly or indirectly from the use of the dis- 
tinctly educational facilities which the institution attended affords, 
such as the services of the teaching and administrative staffs and 
the educational “plant” (e. g., the library, classrooms, laboratories, 
museums, and gymnasiums). 

2. Costs which have to do with keeping body and soul together 
while the formal educational process is continued: that is to say, 
living costs. One object in distinguishing this group of costs from 
the group first designated is that these living costs are in substi- 
tution for living costs which would be incurred if the student did 
not continue his formal education, but were remuneratively or 
otherwise employed at home or elsewhere. They are not neces- 
sarily, but in practice may be, greater in amount than the living 
costs for which they are substituted. 

3. The “opportunity costs” of labor incomes foregone (wholly 
or in part) during the additional years of study. It is not fitting 
here to trace the resemblance which this group of cost items bears 
to the much debated problem of “interest allowance cost.” Suffice 
it to say that, from the standpoint of individual students, present 
incomes foregone are apt to be a matter of real importance. Yet 
they do not constitute an accounting problem in any technical 
sense. 

Turning now to the cost problem or problems of the universities 
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and colleges themselves, it is not difficult to see that these problems 
in part at least “dovetail” into those of the individual students. 

Institutions of higher learning differ widely and in many ways 
among themselves, not only as to the type of instruction which is 
given, but also as to the range of activities upon which they see fit 
to enter. Some institutions limit themselves chiefly to the per- 
formance of instructional functions, narrowly interpreted. While 
others, at the opposite end of the scale (in respect of functions as- 
sumed), concern themselves in addition not only with problems re- 
lating to the cultural and spiritual well-being of their students, but 
also recognize and assume responsibility for the physical conditions 
in which they, the students, live, and adopt both preventive and 
remedial public health programs. Today it is the rule rather than 
the exception to find on our college campuses programs ard policies 
of administration concerned with student welfare resulting in the 
building and operation of dormitories, dining halls, hospital facil- 
ities, and centers-of student life. In brief, there is provision of 
the physical equipment and the personal services which equal, and 
perhaps, in some cases more than equal, the provisions which would 
be made by or for the individual student if he were not a student 
at all. 

And further because of the importance of the opportunity cost 
or opportunity lost (?) phase of the individual student’s personal 
problem we find, very generally, that our colleges and universities 
attempt by means of the provision of fellowship, scholarship, and 
and prize funds, to assist in the solution of these personal financial 
problems. 


To summarize, the costs incurred by our colleges and universities 
may be subdivided into three parts: 


1. Costs incurred for the performance of the educational func- 
tions in the narrow sense. These costs would, of course, include the 
costs of educational administration and some (rarely all) of the 
costs of business administration. 

2. Costs incurred for the provision of living and welfare facil- 
ities and services. 

3. Financial aid granted to individual students. It may be, 
and sometimes is, objected that such awards of financial assistance 
have as their motive not so much the helping of individual stu- 
dents as the stimulation of scholarship and research. With this 
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contention concerning motives we are not here concerned. What- 
ever may be the predominant motives, the significant fact for our 
purposes is that such items of expenditure are not costs of giving 
an education to students in general. They do not directly make the 
educational product a better product. Rather they relieve in- 
dividual students of certain of their personal financial burdens. 

It seems to the writer that any inquiry into college and univer- 
sity operating costs should recognize this three-fold classification 
of functions. It may from time to time be most pertinent, if indeed 
not necessary, for academic and business administrative officers to 
compare courses and amounts of income with causes and amounts 
of expense. Deficits do appear, sometimes with alarming frequency. 
Endowment and special trust funds, moneys available from public 
treasuries, and payments by students may provide quite inadequate- 
ly for current needs. And there may be under consideration the 
advisability of having recourse for relief to increases in payments 
by students. Shall these levies fall upon tuition and other fees 
for the use of the facilities of instruction, or upon living costs? 
Surely it requires no elaborate argument to show that an under- 
standing of the functional division of costs incurred is prerequisite 
to a satisfactory determination of policy in such matters. 


Costs IN RELATION TO THE ProFIT AND Loss AccouNT 


Reference has been made to the income side of the ledger. 
Strange as the statement may at first appear there is a problem in 
the definition or interpretation of cost which has its origin in 
certain types of income, or in certain administrative policies with 
reference to the use of incomes from specified sources. And this 
is true whether discussion in any given instance centers about in- 
structional costs, costs of providing living facilities, or costs of 
giving financial aid to deserving students. For convenience let us 
confine our illustrations to the field of instructional costs and 
examine first the “facts” in an imaginary case. 

In X College, a small but growing institution, the officers of 
educational administration are making an earnest effort to build 
up and operate efficiently a college library. Their resources are 
small, and each year they appropriate the fixed sum of $10,000 for 
the library, to be used in purchasing books and supplies, and in 
paying salaries and wages of the librarians and their assistants. 
The treasurer opens an account, Library Expenses, charges to it 
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the appropriate items, and at the end of the fiscal year closes 
Library Expenses to Profit and Loss. Library operating costs are 
shown in the annual report of that officer as having been $10,000. 
And the trustees appropriate from income available for general 
purposes—tuition fees, surplus or dormitory rents over dormitory 
expenses, gifts available for current expenses, tax money, income 
from general endowment—the sum of $10,000 for another year’s 
operation of the library. 

But there is a new development. The librarian, impatient for 
more rapid progress, wishes for more than $10,000 to spend. He 
points out that the library constitutes a special facility for the 
maintenance of which the students can reasonably be expected to 
make some extra payment; that if each of the 500 students pays 
$4 per year as a “library fee” the annual investment in education 
through the library can be increased twenty per cent and, he says, 
“it will not cost X College anything to take this progressive step.” 
This sounds both reasonable and feasible. The library fee sug- 
gested is authorized, the treasurer opens an account Library Fees, 
credits it with the aqmount of these fees collected, and charges to it 
all properly authorized expenditures. At the end of the second 
year, the librarian, having been careful to spend all monies avail- 
able, the account is found to be in balance and is closed. Profit 
and Loss shows a debit item of only $10,000 transferred from 
Library Expenses. In one sense $10,000 is all that the library cost 
the college. In another sense it is not. And if it be sought, in any 
cost-finding study, to ascertain what X College has currently ex- 
pended for its students in the performance of the library function 
it is necessary that both accounts, Library Expenses and Library 
Fees, be examined. 

In the third year there occurs another sew cevelopment. Mr. 
Y, an alumnus, offers the trustees a gift of ~:2tever amount up to 
$1,000 shall be expended during the fiscal year for the purchase and 
care of books and other literature in a certain field in which he 
is especially intersted. This is the librarian’s opportunity. For 
some time he has had in view the acquisition of certain special 
collections. The trustees are readily persuaded to accept the gift. 
The treasurer opens an account Gifts for Current Use—Library 
(Mr. Y). This account is charged with all expenditures properly 
vouched for, and is credited with all payments by Mr. Y. At the 
end of the year, the librarian having shown his customary diligence 
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in the field of book purchases, the account is in balance. There is 
nothing to be charged under this heading to Profit and and Loss, 
which, if it were to be taken as the measure of current expenditure 
of monies in the year’s instructional operations, shows a library 
item of only $10,000. Yet all together these expenditures have 
amounted to $13,000. The treasurer’s meritorious attempt to show 
that the gift has been properly applied has resulted in rendering 
the Profit and Loss account inadequate to the cost finding purpose. 

Then Mr. Y dies. His will is probated and it becomes known that 
he has bequeathed to X College the sum of $20,000 on condition 
that this sum be held intact as a special trust fund, the income 
only to be expended annually for the library of X College. The 
estate is quickly settled and the trustees of X College quickly in- 
vest the sum of $20,000 at five per cent per annum. The treasurer 
opens two accounts, Y Library Fund—Principal, and Y Library 
Fund—Income. The latter is credited with all income of this fund 
and is charged with all proper expenditures. Again the librarian 
simplifies our hypothetical case by expending exactly $1,000 under 
this heading. If, in this fourth year, we were to take the Profit 
and Loss account as the measure of current costs, library operation 
would again appear as $10,000. In reality, $13,000 has been spent 
for this department. Again the treasurer’s attempt to show that 
due regard has been had for the terms of the trust has resulted in 
making the Profit and Loss account inadequate as a cost-finding 
device. 

In the fifth year (and finally, so far as the purposes of this 
paper are concerned) there is introduced another new complication. 
The librarian, beginning now to feel the pressure of books and 
pamphlets upon housing facilities, and still ambitious for the ex- 
pansion of his collections, discovers in the basement of the library 
a room cluttered up with undesirable duplicate copies of books, 
with fugitive material not (in his opinion) worth saving, with 
odds and ends of library operating supplies long since discarded. 
He wants this space which they occupy for more books, and he 
wants the money for which the old books and supplies will sell in 
order to buy the new books. He therefore sells these discarded 
items and realizes in the course of the year $100. In order to be 
business-like he turns over these receipts to the treasurer, and the 
treasurer either credits Library Expenses or credits a new account 
Library—Miscellaneous Receipts. In the former case, total debits 
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against Library Expenses may reach the sum of $10,100 without 
involving the librarian in budget difficulties with the trustees. In 
the latter case, the account Library—Miscellaneous Receipts is at 
the end of the year (with such an accommodating librarian) in 
balance. In either case Profit and Loss shows a net charge on 
account of Library Expenses of only $10,000. Yet by reason of the 
several factors which have been introduced since the trustees first 
began appropriating $10,000 each year for the library the students 
and faculty of X College are now having expended for their use 
$13,100. And without any increase of the trustees’ appropriation, 
and without any increase of the library fee, this item of annual 
expenditure may mount still higher as new donors of funds for 
current use and of funds for investment appear. 

If, then, it is sought to use the records of the treasurer as a 
means of measuring the changing costs of performing the instruc- 
tional functions of X College in this one department, it is necessary 
to examine not simply the Profit and Loss account but also such 
accounts as, with due regard to the satisfaction of donors, and with 
due regard to the terms of special trusts, and with due regard to 
miscellaneous sources of income ear-marked for special depart- 
mental use, the treasurer finds it necessary to keep. 

It needs only to be stated that the selection of the library as 
an illustration is more or less accidental. In the field of any of 
the institutional functions analyzed earlier in this article con- 
ditions similar to those just discussed may arise. The library case 
is merely a useful one upon which to base discussion of this more 
or less technical problem. 


CAPITAL EXPENDITURES AND REVENUE EXPENDITURES 


But there is another problem—one of interpretation rather than 
technique—to illustrate which the library case may again be 
brought into service. Let us suppose that at the end of a few 
years of steadily increasing expenditures for the library a situation 
develops, in which, perhaps quite unjustifiably, the librarian finds 
himself called upon to defend what is described as expansion of 
the library expense item of the budget. It would be futile here 
to attempt even to state the several lines of argument which the 
defense might follow. Let us arbitrarily select for our purposes 
one such line of argument. 

The librarian takes the position that it is an unsound interpreta- 
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tion of events to designate all library expenditures as “expense.” 
He maintains, (1) that a large portion of the monies spent for the 
library have been invested in books, periodicals, and collections of 
other kinds which may be regarded as having, on a relatively 
permanent basis, asset values; (2) that if there is any expense 
feature connected with the acquisition and holding of these assets, 
it consists of depreciation of some, not all, of the assets acquired ; 
and (3) that if it should not be possible for bookkeeping purposes 
to make accurate estimates of this depreciation, it is probably true 
that depreciation on certain items is at least offset, if not more 
than offset, by the appreciation of other items. In brief, the 
librarian stoutly maintains that the bookkeeping record should 
distinguish sharply between capital expenditures and revenue ex- 
penditures; that secret reserves of asset values should not be cre- 
ated by the exaggeration of expenses. 

To these arguments it is replied, (1) that in a non-profit-making 
educational institution there is little or no advantage to be de- 
rived from a system of accounting which formally recognizes assets 
of the type here under discussion; (2) that while it may be perfectly 
true that asset value disappearance, rather than asset acquisition, 
constitutes expense, to record this value disappearance in the case 
of library collections would be too costly and too inaccurate for 
practical purposes; and (3) that the argument about the appreci- 
ation of assets is weak, in that it is not based upon approved bus- 
iness practice. 

It would be futile to expand any of these arguments here. The 
one group stresses considerations that are preeminently “theoret- 
ical,” the other group stresses so-called “practical” considerations. 
Without attempting to discuss in an academic way how theory and 
practice are related, let us suppose that the practical considerations 
are in this instance determining, that books, periodicals and special 
collections of different. kinds purchased for the library continue 
to be charged currently to accounts with appropriate titles, kept 
separate from library expenses in the form of salaries, wages, and 
rapidly used up supplies; and at the end of the year these book 
purchases accounts are closed to Profit and Loss. Certain alleged 
asset values have thus been concealed. Let that be as it may. Is 
it, or is it not, true that these book purchases may reasonably be 
treated as part of the cost of operating the library for the fiscal 
year? Or to ask the question in another form, is it, or is it not, 
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reasonable that the current annual cost of performing the library 
function should include these book purchases figures? 

Is not this largely a matter of definition? If the function of 
the library is merely to care for collection of books, periodicals and 
pamphlets and to assist readers in their use, then it would seem 
that library costs do not include book purchases and periodical 
subscriptions. But if the library has the additional function of 
seeing that its collections grow to meet the institution’s needs, then 
it would seem that the opposite answer might reasonably be given. 
Is not this program of growth a thing which in itself constitutes 
an importnt phase of the library function? If so, it follows that 
for the purposes of university and college cost accounting no serious 
harm results from failure, in cases of the type cited, to observe in 
technical bookkeeping procedure the orthodox distinction between 
capital expenditures and revenue expenditures. 

There are those doubtless who would go even further and insist 
that not only would no positive good result from an accounting 
procedure which would recognize this distinction, but would even 
claim that harm might result through the padding of balance sheets 
with fictitious asset values whose correctness is not possible of 
demonstration. The writer does not wish to state this position 
as his own. It is, however, a position that has to be considered in 
the determination of policies. 

And lest it be thought that the library case is unique, it should 
be added that there are other important cases similar to it in the 
field of university accounting, as for example, those of our art 
museums, natural science museums, and of collections of equipment 
for our scientific laboratories. 
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A METHOD OF SOLVING ACCOUNTING PROBLEMS 


By W. J. Gocain, Boston University 


Accounting instructors at quiz and examination periods are 
placed on their mettle to prepare questions and problems (search- 
ing in their nature) which may be answered by a student, who na- 
turally works very slowly, within the time limit set for examina- 
tions. How many times we find the complaint that the quiz or ex- 
amination is too long! C. P. A. candidates likewise continually 
criticize the C. P. A. examination questions as being too long. 

If students and candidates taking examinations were familiar 
with a satisfactory short method of solving problems, their chances 
of completing the work within the time limit described would in 
many cases be greatly increased. And examiners should be glad 
to encourage the use of such a method, assuming that it will serve 
to bring out all the essential features of the problems set. 

When accounts are analyzed for statement purpose, in particular, 
we are dealing with results or balances. Usually a list of balances 
of accounts called a trial balance is furnished. This list is taken 
from the books and is generally a trial balance before adjustments ; 
it reflects the balances of the accounts resulting from business 
transactions during a period of operation. In addition certain 
adjustment data are usually given which necessitate entries and 
changes in the accounts shown by the trial balance. The student is 
then requested to prepare the statements, together with the proper 
adjusting and closing entries which, when entered in the books and 
posted, will result in the closing of the books and reflecting therein 
proper balance sheet values at the date as of which the state- 
ments are prepared. 

What is the method of procedure by which the work may be done 
in the least time? How can the work be done so that errors can 
be kept at a minimum? 

If we examine the methods generally used in solving practical 
problems, we find that for the most part they fall into three types 
of procedure, as follows: 


1. The use of individual skeleton accounts. Open all the accounts shown 
by the trial balance (1- accounts) ; enter therein all balances on the proper 
side; make journal er tyies on journal paper for the adjustments and post to 


| 
| 
i 
I 


64 The Accounting Review 


the accounts; take off an adjusted trial balance. Then proceed to analyze 
this trial balance into the balance sheet group and profit and loss group, and 
prepare the statements and other items required. 

This is the bookkeeping procedure—obviously a long process, which may 
be modified by direct posting and combining of accounts. 

2. The use of a working trial balance sheet. Enter trial balance names 
and amounts; record the adjusting entries in the proper columns; carry these 
forward to the adjusted trial balance columns; extend the amounts into the 
so-called profit and loss and balance sheet columns. After adding, and de- 
termining net profits, prepare the statements from the working sheet, which 
has the information properly classified. 

38. The use of skeleton balance sheet and profit and loss accounts. Enter 
thereon the trial balance figures in the sections where they will appear in 
the statements. Make adjusting entries directly in these accounts, after 
which net profit may be determined and statements prepared. 


University accounting instructors are familiar with methods No. 
! and No. 2. Method No. 3 may be known to some, but it does not 
appear to have been developed in the textbooks, and it seems fair 
to assume that a great many have never used it to any extent. The 
author believes that it is a time saver and trusts his colleagues may 
find it of interest, He has used it for the past ten years with con- 
siderable success. 

The time needed when using method No. 3 in the average case 
is less than one-half the time required with No. 2. Particularly is 
this method of advantage in examinations and quizzes and espe- 
cially is it adaptable to financial statement problems. 

Briefly, method No. 3 may be described as a short-cut working 
sheet and the method of procedure is as follows: 


1. Set up skeleton accounts for balance sheet and profit and loss, and 
any subsidiary accounts necessary. A sheet of 8% by 11 paper divided into 
two accounts is sufficient for the average problem. (In the solution follow- 
ing two sheets of 81% by 11 were used, the balance sheet account on one 
and the profit and loss and manufacturing accounts on the other.) Each 
account may be subdivided by horizontal lines into sections corresponding 
to the sections of the statement. 


2. Enter each amount debited or credited on the trial balance in the 
place where it should be used in the statements, each amount in some one 
account. 


> 


3. Recognize adjustment data. This will mean a debit and a credit entry 
for each adjustment, generally in two different accounts. Check by number- 
ing the debit and credit to each entry. 

4. The balance of the arbitrary balance sheet account will equal the 
balance of the profit and loss account, giving the check figure which satisfies 
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the careful accountant that his work is probably correct. This also shows 
conclusively to the student that the net profit is determined in two ways 
from two entirely different sets of figures. 

5. Set up in proper form the statements as required by the problem, using 
the working accounts for the information needed. This part of the work is 
largely copying in a statement arrangement. 

It should be noted in this connection that a statement and an account 
furnish the same information, the arrangement merely being different. 


The following problem will serve as an illustration of the plan 
as applied to a financial statement problem. 


Problem No. 2, Ohio C. P. A. Examination, 
October 22, 1924, 2:00—6:00 P. M. 


The board of directors of the Acme Manufacturing Company 
authorized the treasurer to employ accountants to close the books 
of the Company for the year ended December 31, 1923, prepare 
balance sheet, statement of operations for the year and undivided 
profits account. No audit of the year’s transactions was to be made 
except that the inventory was to be examined as to pricing and 
clerical accuracy. The accountants were authorized to draft all 
necessary entries for the bookkeeping department, including the 
closing of the books for the year. 

A trial balance at the commencement of the audit disclosed the 
following accounts on the general books of the Company: 


Real Estate $ 50,000 
Small Tools and Dies .................... 20,000 
Patterns 20,000 
First National Bank ...................... 36,000 
Union Trust Company ..................... 36,000 
Accounts Receivable ...................... 150,000 
25,000 
Salesmen’s Advance Funds .......... 3,000 
Merchandise Inventory .................. 300,000 
Material Purchases: 500,000 
Supply Purchases’ 25,000 
Productive Labor ............................ 200,000 
Non-productive Labor .................... 150,000 
Repairs and Maintenance ............ 20,000 
Insurance—Fire 5,000 
Small Tool and Die Expense ........ 3,000 


Salesmen’s Expense 
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Advertising Expense .. 5,000 
Administrative Salaries . 80,000 


Office Salaries ................ 10,000 
Salesmen’s Salaries ..... ae 
Workmen’s Liability Insurance .. 3,000 
yeneral Office Expense .. ie 1,000 
Stationery and Supplies 2,000 
Discount Allowed ........... 2,000 
Prepaid Insurance—Fire .. ... 2,000 
Taxes—State and Local 34 2,000 
Dividends Paid .......... ; .. 15,000 
Interest Expense .. . 5,000 
$1,200,000 
Depreciation Reserve 39,000 
Discount Earned .. 5,000 
Bills Payable ..... 250,000 
Accounts Payable . 100,000 
Reserve for Taxes ......... siete 1,000 
Preferred Capital Stock ..... = 200,000 
Common Capital Stock 200,000 
Undivided Profits .. 120,000 


$2,115,000 $2,115,000 


A detailed inventory of the raw, in process, and finished material 
and supplies on hand at December 31, 1923, indicating a value of 
$350,000, was submitted for inspection. 

In computing the prepaid fire insurance premiums, it was found 
that the same were understated $1,500 due to an increase in the 
insurance rates. The Company was also found liable for accrued 
workmen’s liability insurance in the amount of $1,000, and the ac- 
crued liability for local taxes was $4,000 greater than shown by 
the ledger reserve account. 

Upon examining the minute book of the Company, it was noted 
that the board of directors had entered into a contract to sell to 
a banking house $250,000 par value first mortgage six per cent 
sinking fund gold bonds dated December 1, 1928, due in equal 
annual installments over a period of twenty years, at ninety-four 
and accrued interest to date of delivery. Under the bond indenture 
the Company was required to deposit one-twelfth of the annual 
principal due each year on the last day of each month with the 
trustee. Upon inquiry, the treasurer of the Company advised that 
proceeds from the sale of the bonds had been received by the Com- 
pany on December 31, 1923, and submitted the following statement 
from the banking house: 


$250,000 par value bonds at 94 .0..0.0 $235,000 
Accrued interest—one month 
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This amount was paid by two checks of $118,125 each. The 
treasurer advised that one check was deposited in the First Na- 
tional Bank and the other in the Union Trust Company and that 
the respective banks had been requested to charge the Company’s 
account with $125,000 each to cover notes to each of the banks, 
thus liquidating the Company’s indebtedness for bills payable, the 
interest on the notes having been paid December 31, 1923. The 
initial sinking fund installment was also paid on December 31, 
1923, out of funds on deposit in the Union Trust Company and a 
new account was opened in the Union Trust Company under the 
title “The Union Trust Company S. F. Account.” As none of the 
entries covering the bond, bills payable and sinking fund trans- 
actions had been entered on the records, it was requested by the 
treasurer that proper entries be drafted for the bookkeeping de- 
partment. 

At a meeting of the board of directors held on December 29, 
1923, the following resolutions had been passed: 


Dividend of 114 per cent on preferred capital stock payable on January 2, 
1924, to stockholders of record on December 31, 1923. 

Regular dividend of 1 per cent and extra dividend of 6 per cent on common 
capital stock payable on February 1, 1924, to stockholders of record on De- 
cember 31, 1923. 

Approving the following rates of depreciation on the book value for the 
year 1923. Buildings—2% per cent, machinery—5 per cent, small tools and 
dies—10 per cent, patterns—12%4 per cent. Also that $1,000 be written off 
the patents account. Approving the capitalization of the bond discount, re- 
questing that it be amortized pro rata over the life of the bonds. Approving 
bonus to the president of $15,000, to the treasurer of $10,000, and to employees 
of $10,000, the latter amount to be distributed under the direction of the 
president, all payable on or after February 1, 1924. Providing reserve of 
$5,000 to cover possible losses from bad accounts and discounts. 

Providing reserve of $25,000 for Federal income taxes. Authorizing treas- 
urer to employ accountants to prepare balance sheet, statement of operations 
for the year, and statement of undivided profits, and to assist bookkeeping 
department in properly closing the books for the year. The statement to be 
in such form as in the accountants’ opinion will meet the requirements of the 
trustee for the bonds. 


Prepare your papers in accordance with the foregoing, including 
all working papers and journal entries. 


SoLuTION—WoORKING ACCOUNTS 


In the solution following it will be noted that the work follows 
the narrative of the problem and as each adjustment is solved the 
result is placed in the working accounts just where it affects the 
statements. The working accounts are thus gradually built up 
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until the entire solution is evident, and the time required before it 
is evident is comparatively short. 

On the working accounts appear only the trial balance figures 
and adjustment values. The trial balance amounts are not num- 
bered while all adjustments are numbered as they appear in two 
places in the statements. It should be noted that these accounts 
are working accounts, therefore abbreviations and markings are 
permissible. 

BALANCE SHEET 

Real Estate $ 56,000.00 Depreciation Reserve $ 39,000.00 

Buildings 300.000.00 Depreciation Reserve 15,000.00 (6) 

Machinery 150,000.00 Depreciation Reserve 4,500.00 (6) 

Small Tools and Dies 20,000.00 First Mtg. 6% Bonds 250,000.00 (4) 

Patterns 20,000.00 

Patents 10,000.00 
x Cash First National 36,000.00 Patents Write Off 1,000.00 (6) 
o Cash Union Trust 36,000.00 Bills Payable ie 250,000.00 

Imprest Fund 5,000.00 Accounts Payable 100,000.00 

Accounts Rec. 150.000.00 Res. for Loss Bad Acc’ts 5,000.00 (9) 

Notes Receivable 25,000.00 Accrued Insurance 2,500.00 (2) 

Salesmen Advances 3,000.00 Accrued Int. on Bonds 1,250.00 (7) 

Mdse. Inventory 350,000.00 (1 Accrued Bonus Payable 35,000.00 (8) 

n Reserve for Taxes ..... 1,000.00 (2) 

Bills Payable 125,000.00 (3 Reserve for Taxes . 4,000.00 (2) 

Bills Payable. 125,000.00 (3 Pref. Div. Payable 3,000.00 (5) 
x Cash First National 118,125.00 (4)} Com. Div. Payable . 14,000.00 (5) 
o Cash Union Trust 118,125.00 (4)}< Cash First National 125,000.00 (3) 

Bond Discount Def. 15,000.00 (4)}o Cash Union Trust 125,000.00 (3) 

Prepaid Ins. Fire 2,000.00 Bond Dis. written off 62.50 (4) 

Dividends Paid (c) 15,000.00 Common Stock (c) 200,000.00 

Surplus Pref. Div. (c) 3.000.00 (5)| Preferred Stock (c) 200,000.00 

Surplus (c) 25,000.00(10)| Undivided Profits (c) 120,000.00 

Surplus Com. Div. (c) 14,000.00 (5)} Reserve Federal Taxes. 25,000.00(c) (10) 

$1,715,250.00 
520, 312.50 $1,520,312.50 
Net Profit $ 194,937.50 


PROFIT AND Loss STATEMENT 


Sales 


(11)Cost of Sales $ 895,000.00 $1,200,000.00 


Salesmen’s Expense 10,000.00 
Adv. Expense 5,000.00 


Adm. Salaries .. 30,000.00 
Office Salaries 10,000.00 
Salesmen’s Salaries . 20,000.00 
General Office Exp. 1,000.00 
Stationery and Supplies 2;000.00 
Bonus to Officers 25,000.00(8) 


Bond Discount and Int. . 62.50(4)|Discount Earned . 5,000.00 
Bond Interest ; 1,250.00(7)}Accrued Bond Int. Rec. 1,250.00 (4) 
Discount Allowed 2,000.00 
Interest Exp. 5,000.00 $1,206,250.00 


5,000.00(9) 1,011,312.50 
Net Profit 


Loss Bad Accounts 


$1,011,312.50 $ 194,937.50 


0) 
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MANUFACTURING ACCOUNTS 


Merchandise Inv. $ 300,000.00 Merchandise Inventory ......$ 350,000.00 (1) 
Purchases Materials 500,000.00 
Labor Productive 200,000.00 
Bonus 10,000.00(8) 
Supplies Pur. 25,000.00 
Labor, Non-productive 150,000.00 
Repairs and 20,000.00 
Insurance, F 5,000.00 
Small Tool aa Die Ex. 3,000.00 
W’kmen’s Liab. Insurance 3,000.00 
Taxes, State and Local 2,000.00(2) 
Taxes, State and Local 4,000.00(2) 
Insurance, Fire 1,500.00(2) 
Liability 1,000.00(2) 
Building 7,500.00(6) 
! a , Machinery 7,500.00(6) 
Depreciation, Tools and Dies 2,000.00(6) orientate 
Depreciation, Patterns 2,500.00(6) $ 350,000.00 
Depreciation, Patents 1,000.00(6)|Cost of Sales to P. and L. .. 895,000.00(11) 
$1,245,000.00 $1,245,000.00 


Comments 


Detailed inventory figures not being supplied, the manufacturing state- 
ment cannot be made to show cost of goods manufactured during the period. 

(2) The $1,500 understatement of fire insurance premiums prepaid due 
to increase in rates might mean an increased asset and less expense, or a 
liability for further insurance and more expense. The second interpretation 
is used in this problem. 

(6) Small tools and dies depreciation (also patterns) considered to have 
been included in depreciation reserve. 

(8) Bonus to employees is considered overhead. It might be a profit 
and loss item, or even direct labor. 


The time required to this point—finish of working accounts— 
was 50 minutes. 

The above gives all the information needed to meet the require- 
ments of the problem in somewhat technical form. Following is 
the required solution. 


Adjusting Entries 


(1) Merchandise Inventory (New) 
To close 


(2) Insurance—Fire 
—Liability 
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(3) 


(4) 


(5) 


(9) 


(10) Provision for Federal Taxes (Surplus) 


Insurance Accrued 
Reserve for Taxes 
To adjust insurance and taxes reserve 
Cash—First National 
—Union Trust . 
To record payment by bank 


Cash—First National .... 
Bond Discount Deferred ............. 15,000 


To record cash for sale of bonds at 94 and 
1 mo. interest 


Bond Discount 


Dee. portion written off 


Surplus (Undivided Profits) 
Preferred Stock Dividend Payable ...................... 
Common :Stock Dividend Payable ...................... 
14%% on pref., payable Jan. 2. 
1% on common regular, payable Feb. 1. 
6% on common extra, payable Feb. 1. 


Depreciation on Building .. 


Small Tools and Dies 
Mfg. Expense (Patents written off) 1,000 
Patents 


One month accrued interest 


Bonus to Officers (Salaries) 


Accrued Bonus Payable 
Due and payable after Feb. 1 


Loss on Bad Debts ......... 
Reserve for Loss on Bad Aeron 


Reserve for Federal Taxes 
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4,000 


125,000 
125,000 


250,000 


3,000 
14,000 


19,500 


35,000 
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ACME MANUFACTURING COMPANY 


Balance Sheet 


December 31, 1923 


$481,500 


9,000 


586,250 


16,937.50 


Assets 
Real Estate $ 50,000 
Buildings 300,000 
$540,000 
Less Depreciation Reserve 58,500 
—Union Trust 29,125 
Imprest Fund 5,000 
Accounts Receivable ...$150,000 
Less Reserve 5,000 145,000 
Notes Receivable 25,000 
Salesmen’s Advances 3,000 
Mdse. Inventory ...... 890,000 
Prepaid Insurance—Fire 2,000 
Total Assets 
Liabilities and Capital 
sonds Payable $250,000 
Accounts Payable $100,000 
2,500 
Taxes 5,000 
Interest on Bonds .. 1,250 
Bonus 35,000 
Reserve for Federal Taxes 25,000 
Dividends Payable 17,000 185,750 
Capital 
Common Stock 200,000 
Undivided Profits 257,937.50 


Total Liabilities and Capital . 


$1,093,687.50 


$435,750 


657,937.50 


$1,093,687.50 


» 
) 
0 
0 
) 
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Statement of Undivided Profits 


Balance January 1 
Less: 


Dividends Paid 
Dividends Declared Preferred 

Common 

Reserve for Federal Taxes 


Balance 
Add: 
Net Profit for the year 


Balance December 31, 1928 ......... 


ACME MANUFACTURING COMPANY 


Profit and Loss Statement 


January 1—December 31, 1923 


Gross Profit 
Less: 


Salesmen’s Expenses 
Salaries 


Advertising 
Administrative Expense 
Office Salaries 
General Office Expense ..... 
Stationery and Supplies 
Bonus to Officers ......... 


Net Operating Profit 
Add: 
Discount Earned 


Less: 
Discount Allowed 


Loss on Bad Accounts ......... 
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12,062.50 


207,000 


Net Profit 


194,937.50 (7) 


$120,000 
3,000 
14,000 
57,000 
$ 63,000 
194,937.50 
$257,937.50 
$1,200,000 (3) 
895,000 
$ 305,000 
103,000 (4) 
$ 202,000 
5,000 (5) 


(6) 
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ACME MANUFACTURING COMPANY 
Statement of Cost to Manufacture and Cost of Sales 
January 1—December 31, 1923 


Merchandise Inventory, Jan. 1 .... 
Raw Materials Purchased 


Productive Labor 
Manufacturing Expenses: 


Supplies $ 25,000 
Non-Productive Labor 150,000 
Repairs and Maintenance 20,000 
Insurance—Fire 6,500 
—Liability 4,000 
Small Tool and Die Expense ..... 3,000 
Taxes, State and Local 6,000 
Depreciation—Building 7,500 
—Machinery 7,500 
—Tools and Dies .................... 2,000 
—Patterns 2,500 
1,000 245,000 945,000 (1) 


$300,000 


$500,000 
200,000 


$1,245,000 
Less: 

Cost of Sales $ 895,000 (2) 
ACME MANUFACTURING COMPANY 
Closing Entries 
December 31, 1923 
(1) Manufacturing Accownt $ 945,000 

Productice Labor 200,000 
Supplies Purchases ..................... 25,000 
Non-Productive Labor. 150,000 
Repairs and Maintenance ......................cceee 20,000 
Small Tools and Die Expense ......................0005 3,000 
Depreciation—Building 7,500 
—Machimery 7,500 
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Patents write off . 1,000 
To close 
Profit and Loss 
Manufacturing 
To close Cost of Sales to P. and L. 


895,000 


Profit and Loss ............. 1,200,000 
To close 
Profit and Loss 
Salesmen’s Expenses ........ 10,000 
Salaries _..... 10,000 
Administrative Expense 30,000 
Office Salaries ................... 10,000 
General Office Expense ..... 1,000 
Stationery and Supplies ..... 2,000 
Bonus to Officers ......................... 25,000 
To close 
Discount Earned 5,000 
Profit and Loss .... 5,000 
To close 
Profit and Loss ................... 12,062.50 
Discount Allowed .. 2,000.00 
Interest Expense .......... 5,000.00 
Bond Interest eee 62.50 
Loss to Bad Debts ................. ; 5,000.00 
To close 
Profit and Loss ........... 194,937.50 
Undivided Profits 194,937.50 
To close 
Undivided Profits .......... 
Dividends Paid .................... 15,000.00 
To close 
(Closing entries are numbered to illustrate how they are obtained from the 
Manufacturing and Profit and Loss statements.) 


The problem used as an illustration is one which was allowed 
four hours, or one complete session, in a recent Ohio C. P. A. 
examination. The time required for the complete solution by the 
writer was 1 hour 55 minutes. This solution has neither been 
revised nor corrected. It is exactly as it would have been done 
in an examination. 

No attempt is made in this article to raise any controversy as 
to accounting theory. The method of procedure is all that is 
presented. 

A problem of this type would only be possible of solution by 
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advanced students in accounting. Simpler problems, such as used 
in first and second year accounting, can also be solved with greater 
economy of time when the method described in this article is used. 

A question has been often raised by students as to the accepta- 
bility of this type of working papers by examiners. There is no 
doubt of the working papers being acceptable if the results and 
technique are correct. 

The author’s experience demonstrates that candidates for the C. 
P. A. degree who have become familiar with this analytical method 
of solving problems have met with an encouraging degree of success 
in competitive examinations. It has also been brought to the writer’s 
attention that former students trained in this method of solving 
problems are making practical use in public accounting of their 
knowledge. 
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THE TALE OF THE CONTROLLING ACCOUNT 
By E. A. Gren, Michigan State College 


Since THe AccouNnTING Review is published by and for a group 
of teachers, it seems fitting that occasional attention be given to 
the pedagogy of accounting. In what does the pedagogy of account- 
ing consist? Essentially the answer will be identical to that given 
in response to a question of the same nature applied to any science. 
We must lead the novice carefully from the known to the unknown; 
we must continually stimulate him with our own eagerness and 
zeal for the science; we must relate the theoretical to the practical; 
and we must unceasingly drill on fundamentals. All of us as 
teachers of accounting are trying to put across our subject in a 
way that will result in a minimum of confusion on the part of the 
student as to what it’s all about and a maximum of concrete re- 
sults gained. 

To be more specific, one of our problems is expeditiously and with 
the least use of the forceps to extract a number of false conceptions 
from the mind of the average student, coming, as he does, untrained, 
but many times with certain definite preconceived notions regard- 
ing income, surplus, accruals, controlling acounts, reserves, ex- 
penses, and many other accounting concepts. 

Whether this brief article accomplishes anything else or not, it 
is the writer’s desire that it may call to our attention, as account- 
ing pedagogues, the possibility of a continuing discussion in the 
pages of this journal, of problems and practices in the teaching of 
the subject, especially of its elementary and fundamental principles 
and concepts. 

Many beginners in accounting find the apparently simple con- 
cept of the controlling account a difficult one to master. It is 
mixed up, it seems, with a general confusion in the mind of the 
student with respect to an account and the balance sheet. Perhaps 
our balance sheet approach to the concepts of debit and credit and 
of the account has had something to do with this confusion. It 
requires care and lucidness in explanation to differentiate between 
the balance sheet—with its items grouped into those having debit 
balances (the assets) and those having credit balances (the equities) 
—and the account with its its debits and its credits. The con- 
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fusion mentioned above is accentuated when the word “control- 
ling” is prefixed to “account.” Then, indeed, do some novices as- 
sert, as on a recent written quiz, that “a controlling account is a 
list of the assets and liabilities of a business.” 

[ have found, as doubtless have many other readers of this jour- 
nal, that the liberal use of graphs aids materially in the develop- 
ment, before a group of students, of many elementary accounting 
notions. One little scheme with respect to teaching the nature and 
function of the controlling account will be set down below. 

The tale itself, of course, is merely like the patter that accom- 
panies the act of the magician. Perhaps it, too, may draw your 
attention away from the frailties of the scheme. The concept is 
to be developed by the use of the charts, fortified by careful 
reasoning. 


Tue TALE 


Once upon a time a certain ledger waxed big and bulky. Mr. 
Penn, the keeper of this troublesome tome, found the task of mak- 
ing the postings so time-consuming that he struck out into the by- 
ways and picked up a young assistant, Arthur Poynt. Together 
they struggled to keep the ledger currently posted. Struggled is 
a fitting word. The Penn-Poynt combination forward-passed fre- 
quently; most of these passes were intercepted or blocked. Think 
of two grown men jostling over a single book, bulky though it was! 


Diagrammatic Representation of the Bulky Ledger 
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To the student: 
Pick out the customers’ accounts. 
Remember that in some business enterprises we might find thousands 
of them instead of four. 


Presently Penn came to Poynt and said, “We must alter our plan 
of attack. We'll divide our offensive. If you will remove the sheets 
containing our customers’ accounts and put them in separate loose- 
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leaf covers, I’ll venture to say you'll earn your salt just keeping 
up-to-date the postings to these accounts while I trouble myself 
with the accounts you have left me.” 

“No sooner said than done,” responded Poynt. 


The Bulky Ledger Divided into Two Parts 


Penn’s Part Poynt’s Part 
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To the student: 
Note that, although separately bound, the individual customers ac- 
counts remain a part of the general ledger. 


Life ran smoothly along for a bit until Penn expressed himself 
one day as desiring to reduce still further his work, saying, “Poynt, 
I’d like to be freed from constant reference to your part of the 
general ledger. I’ve found that, in preparing my balance sheets, I 
don’t care a fig what Black and Blue, as individuals, owe us. It’s 
the total of the claims we have against our customers that I am 
interested in. Suppose I establish, in my part of the ledger, a single 
account which will represent, in its balance, this claim total. My 
accounts will then constitute the whole of the general ledger since 
they will include this new account which substitutes for and might 
be said to control your entire group of customers’ accounts. Do I 
make myself clear, Poynt?” 

“T believe you do,’ answered Arthur, “but what are you going 
to call this new summary account? It’s a receivable in your group 


of current assets. Why not call it ACCOUNTS RECEIVABLE?” 


The General Ledger Again 
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To the student: 
Note the accounts that are missing. 
What is the new account called? 
In what respect does this ledger differ from the one shown in the first 
diagram? 
State the function of ACCOUNTS RECEIVABLE. 


The plan was adopteé. The brand new boss account was in- 
serted in the place of the individual customers’ accounts. These 
were relegated to a supplementary position. Yet they were kept 
ready at all time to furnish the statement clerk with material for 
her monthly statements and the credit department with data on 
each customer. 

“This can be accomplished,” explained Penn, “by posting the 
individual customers’ debits and credits from the journal to your 
supplementary ledger, while I post the totals of these same debits 
and eredits to ACCOUNTS RECEIVABLE.” 

“T shall have to be careful then, won’t I?” said young Poynt. 
“My supplementary ledger will have to be in exact agreement with 
your single controlling account.” 

“That’s the idea exactly,” assured Penn. 


Supplementary to the General Ledger 


a 
& = a 
A wh 


To the student: 
There is still a need for these customers’ accounts. Explain why. 


A few days later, while philosophizing about their work, ambi- 
tious young Poynt burst out with, “I don’t see why the idea of a 
controlling account can’t be applied more extensively in our ledger 
work. Why not set up ‘boss’ accounts for OFFICE SUPPLIES, 


EQUIPMENT, STOCK-IN-TRADE, not to mention our creditors’ 
accounts, and any other type of items which we can summarize as 
well as not in our general ledger !” 


— 
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Whereupon the diamond-studded belt, halo, and sprouting wings 


were bestowed on the rising young clerk, and Penn-Poynt scratched 
merrily on forever and anon. 


Several Controlling Accounts Used Here 
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To the student: 


Pick out the accounts which might be controlling accounts. 

Name the supplementary ledger for each. 

How extensively should we make use of controlling accounts? 

Does the posting involved in their use violate the equality of debits 
and credits in the general ledger? 

Can we call it duplicate posting? Explain. 


— 


THE ADMINISTRATION OF COLLEGE COURSES 
IN ACCOUNTING 


By H. H. Cuapman, University of Alabama 


As a group, teachers of accounting have contributed largely to 
the literature of accounting in the way of general treatises and 
of special studies on particular phases of the subject, but, in so far 
as published material may be taken as evidence, have given com- 
paratively little attention to the problems which arise in the teach- 
ing of accounting. It is true that at least one institution gives a 
course in the college curriculum in accounting for six weeks during 
the summer and that a number of articles have been published on 
one phase or another of college courses. The material, however, 
is scanty at best, and the writer does not know of any attempt to 
give a complete statement of the problems which confront the head 
of an accounting department in a collegiate school of business. 

No doubt this condition is due to the fact that our interest has 
been primarily in developing the principles of accounting rather 
than in working out a comprehensive program for giving account- 
ing instruction in the most effective manner. This emphasis has 
no doubt been wise. We must certainly insist, first of all, on every 
teacher mastering his subject. At the same time we may well 
raise the question as to whether this phase of the work has not 
been overemphasized. 

We all recognize that the teacher with the most thorough under- 
standing of his subject is not always the most effective teacher. It 
is true that the teacher who does not give attention to the methods 
of presentation cannot hope to get the best results in the class room 
even though he may have a brilliant mind and an attractive person- 
ality. It is therefore important for teachers individually to give 
considerable attention to developing teaching methods. 

The present paper, however, is not concerned especially with dis- 
cussing the problems of the individual teacher, but it is designed 
to raise the question of the responsibilities of the head of a depart- 
ment of accounting in directing the instructional work of his de- 
rartment. The writer feels that the department head should take 
an active part in planning the courses, in encouraging and aiding 
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his instructors to do their best work, and in providing conditions 
which will pave the way for effective teaching. No doubt there are 
many department heads who have performed these functions with 
a high degree of success and so there is no disposition on the part 
of the writer to think that he has made a discovery of a new field. 
Ile feels, however, that the profession of teaching accounting would 
be greatly benefitted by a general discussion of the problems of 
administering college courses in accounting. It is his purpose, 
therefore, to present a series of questions, arranged in outline form, 
which he hopes will stimulate serious thought on the subject and 
that may later lead to expressions of opinion by members of the 
profession. 


Administrative Problems of an Accounting Department 


Planning the Accounting Curriculum. 


A. What courses should be given for all commerce students? 
1. What training in the principles and practices of records should 
be required of all students? 
How much time is required to give this training in an adequate 
fashion? 
3. -What courses should be given in order to provide this fundament- 
al training? 

a. Should the student’s introduction be accomplished by sep- 
arate courses in each specialized field of records—an intro- 
duction to accounting, an introduction to statistics, an intro- 
duction to office management? 

Or, should the student be introduced to business records and 
reports as a unit and training in specialized fields be reserved 
for the advanced courses in accounting, statistics, etc? 

3. What should be the layout of these courses? 


9 


How should the accounting department care for students wishing to 
specialize in accounting? 
1. What advanced courses in accounting are neeced? 
2. What courses outside of the accounting department should the 
prospective accountant take? 
II. Determining upon Major Instructional Policies. 

A. What place should lectures, discussion of problems and cases, and 
discussion of textbook exposition of principles have in the classroom? 

B. How can problems best be prepared and solutions discussed so that 
students will benefit most? 
What should be the attitude of the department toward teaching 
routine work or technique? 
1. Is such work to be introduced? 
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2. At what stage in the student’s course? 
3. How is detail to be taught in laboratory or outside of class? 
D. What is the proper relation between students and instructor? 
1. Is the so-called “hard-boiled” attitude—‘Here is the training, 
take it or leave it, it is up to you’—desirable? 
Or, should the instructor attempt to encourage his students and 
to inspire them to do their best work? 
3. Should an attempt be made to study the students with the idea 
of meeting individual needs insofar as possible? 
4. If individual attention and special help is given to students how 
should this work be handled to insure the best results and to 
prevent abuse? 


bo 


III. Maintaining Control Over Instructional Work. 

A. To what extent should control be exercised over the various members 
of the staff who are teaching sections of the same course in order 
to maintain uniformity? 

B. To what extent should control be exercised over instructors in ad- 


vanced courses in order to maintain conformity to the general 
policies of the department? 


©. To what extent should the head of the department attempt to super- 
vise the pedagogical methods of the staff and to suggest better 
methods? 

I 


». How can the development of initiative and individual thought on the 
part of the instructors be encouraged and at the same time maintain 
the control suggested in A, B, and C? 

E. How should the teaching burden be divided between the members of 
the staff? 

1. Should the elementary classes be taught by the younger in- 
structors, the intermediate courses by more experienced in- 
structors, and the advanced courses by the most experienced? 
Or, should all members teach some of the elementary work and 
all have some opportunity to teach intermediate and advanced 
work? 


to 


F. From what source should instructors be drawn? Should men be 
brought in whose academic training is complete and who have had 
some experience in teaching advanced classes? Or should young 
men be employed as instructors and be encouraged to continue their 
training and allowed to teach advanced classes as soon as their 
training and experience warrant? 


G. How should the routine work of administering large classes be 
handled? 
1. What records and routine are necessary within the department? 


2. Should the head of the department look after the preparation 
of these records, the adjustment of sections, and the division 
of paper grading himself, or can division of this work be made? 
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H. Is it desirable to establish a department policy as to office hours 

and systematic handling of office routine and of student interviews? 
IV. The Collection and Preparation of Instructional Material. 

A. Is it desirsble for the staff to work out a definite plan to govern 
and direct the work of the individual members in the way of study 
and prep:ration of materials? 

B. What importance is to be placed on the providing for clerical aid in 
the collection and preparation of material? 

C. Is it desirable to attempt to develop departmental files of data which 
may aid in instruction? 

D. To what extent is it possible to use advanced students to aid in 
collecting material? 

V. Establishing Contacts with Business Concerns. 

A. Under what circumstances may members of the staff engage in 
private practice? 

B. If students are sent to study business concerns, what methods should 
be used in controlling and directing their work and of checking on 
results? 

C. Should the department attempt to establish business connections by 
offering to perform services to business? 

D. Should the accounting department frankly approach business con- 
cerns and acquaint them with the type of material needed and ask 
for their cooperation in the preparation of such data? 

E. Just what sort of materials can a business concern furnish which will 
be of value to accounting instruction? 

F. What sort of cooperative arrangement should an accounting depart- 
ment seek to inake with the business concerns which are willing to 
furnish these materials? 


These questions are submitted for the consideration of teachers 
of accounting. The only opinion which will be ventured is that 
we teachers of scientific methods in business must pay considerable 
attention to scientific methods of teaching. The mental capacity 
and the personality of the teacher must continue and should con- 
tinue to be his most important assets, but we must seriously at- 
tempt to find methods of handling our work which will enable the 
teacher to attain the fullest development and the most effective 
personality. Furthermore, we cannot hope to develop in our stu- 
dents habits of thought and methods of work which are directly 
contradicted by the student’s observation of our own methods. In 
short, the writer is convinced that the problems which he has pre- 
sented must be solved if accounting instruction is really to function. 


REVIEWS 


Profits, Dividends, and the Law, by Prosper Retter, Jr. The Ronald Press 
Company, New York, 1926. xi, 260 pp. 


The first reaction to a careful perusal of this book is a wish that it might 
fall into the hands of every judge likely to have decisions to render on 
matters of business, and that he would have sufficient curiosity to read it. 
Here is a scholarly showing of the almost inconceivable failure on the part 
of many courts to understand fundamental principles of business and of 
accounting. The lawyers are, of course, as much to blame as the courts, for 
the bench is recruited from the ranks of the bar; but if the courts refused 
to heed arguments on the part of the bar as absurd as many shown in this 
book, the bar would be forced to make a study of this book, or others possibly 
to be written on the same subject, and get an education which it now seriously 
lacks. 

The author shows the analytical power of the trained lawyer, and the fear- 
lessness of the scholar, in his comments upon the arguments and the decisions 
which he cites. His researches appear to have been exhaustive in both 
English and American cases, and one marvels at the industry which he has 
shown. Even though the material was taken from indexes of cases, the 
industry involved in following through the cases to see just what was pert- 
inent to this text arouses the admiration of the reader. The reviewer is not 
a lawyer and he is incompetent to pass judgment on technical details or on 
the completeness of the work, but it has all the earmarks of a very satis- 
factory job. 

When one comes to examine the accounting phases of the book, one is 
likely to feel less enthusiastic. Many of the statements of accounting prin- 
ciples are purely dogmatic, and they stand out in rather strong contrast to 
the presentation of legal considerations. ‘The first eleven chapters provide a 
wealth of illustrative cases concerning the accounting principles which are 
not much in dispute, and therefore the author had fairly smooth sailing in 
citing cases to illustrate these points. Beginning at the twelfth chapter, 
however, the number of cases available for citation appears to be small, 
and the author discusses accounting theory rather more extensively than legal 
decisions. Unfortunately, too, he is satisfied to cite authorities in account- 
ing as if sufficient authority would take the place of legal decisions. As the 
main substance of the book very well indicates, writers on accounting are 
very much more reliable than are the courts, but the number of writers 
quoted is rather significantly small when one realizes the vast mass of ac- 
counting literature which has been produced in the last twenty-five years. 
The author does not, moreover, apply his own intelligence, well-evidenced 
in his comments upon legal decisions, to the accounting theories which he 
quotes from the few texts used. One feels that whereas he is unsparing in 
his criticism of legal decisions and arguments of counsel, he accepts his 
quotations as authority on matters of accounting theory without the ap- 
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plication of the critical acumen shown in the other part of his work. The 
titles indicates that the standpoints throughout are “law and best accounting 
practice.” The citations other than legal cases are almost exclusively from 
texts in accounting theory rather than from the actual practice of accountants. 
This criticism is, not, of course, intended to cast any reflection upon the 
theories of the writers of accounting texts, but merely to point out what 
uppears to be an essentially different method in the latter half of the book 
from that of the first half, to which a large volume of legal decision is 
applicable. 

As one illustration of this, he cites the common accounting theory, which 
is also, of course, common accounting practice, of taking inventories at cost 
or market, whichever is lower. He assumes that it is an unquestionable 
practice as applied to current assets. He has in various places cited Mr. 
Montgomery's “Auditing” (Students’ Edition) but he fails to refer to Mr. 
Montgomery’s very admirable discussion of the theories of valuing inven- 
tories, resulting from the experiences of the World War, included in the 
third edition of “Auditing.” In that, Mr. Montgomery discusses the difference 
between dogmatic accounting theories and what in reality one runs across 
in business experience and must incorporate in accounting practice. 

On page 146 a citation is given in these words: “There is no apparent 
reason why so-called conservatism should demand a writing off of the asset 
to the detriment of the very profits which its purchase gave the right to 
expect.” This is in connection with the treatment of purchased goodwill. 
Doubtless in the connection from which it was taken this is correct theory, 
for presumably -it applies to the purchase of goodwill when the purchaser 
expects it to increase profits perpetually or for a long period. It is followed, 
however, by these words: “If profits are less than hoped for, then it is 
evident that the goodwill has declined in value, and yet conditions do not 
warrant amortizing its book value;” and, then, “Since goodwill does not 
suffer wear and tear, does not become obsolescent, and is not used up in the 
operation of the business, depreciation as such cannot be charged against 
it.” This, in turn, is followed by a paragraph with the heading, “‘Conserv- 
utism favors writing down goodwill.” The reviewer cannot help feeling 
that the author has not applied his analytical faculty to these statements. 
In the first place, considering the first quotations just cited, it is obvious 
that, if the goodwill is deemed to be a source of profits for a term of 
years, the amount paid for it is the purchase, by prepayment, of expected 
return through income, and a part of that income must be cancelled against 
the amount paid—just as the purchase of a leasehold giving a larger rent than 
normal must be amortized out of the rent so realized. This point the author 
shows that he clearly understands in his discussion of leaseholds, but he 
seems to miss it entirely in connection with the discussion of goodwill. The 
reviewer is not able to accept the second statement quoted above, for a 
decline in profits may be due to causes entirely independent of any con- 
nection with the purchase of goodwill, and the goodwill may have resulted in 
preventing profits from falling much lower than they actually fell. The 
goodwill, then, has served its purpose, and does not require amortization— 
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at least for the reason indicated in the quotation. Indeed, it may require 
amortization because of approaching expiration only. The reviewer is not 
able to agree with the third statement above, for he is certain that goodwill 
if often obsolescent and should be written off. Goodwill does not normally 
persist intrinsically, for unless new goodwill is created through a proper 
relation with employees and customers, old goodwill fades away. Goodwill 
virtually never does more than give “a start;” it must be continually main- 
tained and replaced by new relations. 

The reviewer has no desire to emphasize his own theories in contrast with 
those of the writer of this book or those of the writers whom he quotes; 
but he does think it desirable to point out what appears to be a fundamental 
difference between the attitude of the author toward the legal aspects of 
his subject and his attitude toward accounting. In the first, he is the 
scholar, critical, searching and analytical; in the other, he appears either 
to be a little out of his element or else to lay aside the lawyer’s natural 
habit of critical analysis and put the responsibility for his views upon others, 
producing a mere dogmatic statement. Doubtless it is not a fact, but the 
reviewer had the feeling that beginning at about Chapter XII the writer 
began to realize that the chore which he had set himself was not only very 
large but much larger than he had anticipated, and that as a result he un- 
consciously lowered his standard of performance and was willing to accept 
what he believed to be the commonly accepted theories of accounting with- 
out applying his own judgment to them. 

The discussion of deferred charges as found in Chapter XIII is a case in 
point. The author supposes (p. 155) that several pieces of equipment must 
be discarded long before their expected exhaustion at a time when nothing 
has been done to take care of such unexpected losses. Under these circum- 
stances, he says, “It is correct to carry the unamortized book value of the 
discarded equipment among the assets as a deferred expense,’ but he im- 
mediately adds that this is “a deduction from proprietorship.” Here appears 
an absurdity: the thing cannot be both an asset and a deduction from pro- 
prietorship. If he means that it is a deduction from proprietorship in the 
same sense in which he calls reserve for depreciation a deduction from assets, 
he is contradicting the principle which he set out to prove in the first 
sentence of the paragraph; namely, “It often seems justifiable to temporarily 
capitalize certain extraordinary charges applying not solely to the par- 
ticular period during which the expense is first incurred but to several 
periods.” 

One more case in point. The author cites a court decision (p. 160) in 
which it was stated that interest on bonded indebtedness incurred for 
construction purposes while construction is actuaily going on is a proper 
capital charge. He follows it with the words, “If interest during construction 
is capitalized, it should be written off out of subsequent profits just as any 
other deferred charges.” He gives no reason, no citation of a similar view 
by anyone else, and therefore the statement is purely dogmatic and the re- 
viewer must dispute it. The author could not have asked himself, “why?” 
If he had, it would be clear that the interest is as much a cost of getting 


88 The Accounting Review 


the property built as is wages or depreciation of machinery used in con- 
struction. 

In the treatment of leaseholds (p. 167) the author states that when a 
leasehold is sold for a single sum in lieu of an annual rental, the amount re- 
ceived represents income received in advance. He then says that of this 
amount credit should be given annually as rent income for one year’s pro- 
portion of the total received in advance. He adds that the interest element 
should be neglected unless the amount received is actually invested and on 
it interest is earned. In other words, whereas if the leasehold had been re- 
tained the rent income would have been a certain annual sum (in his il- 
lustration, $1,000 a year), in the case of a sale of the leasehold the rent 
income is a much smaller figure, because of the realization in advance. This 
the reviewer must deny. By the very terms of the contract, the reason why 
the lease was sold for a smaller sum than the equivalent of $1,000 in rent 
multiplied by the number of years is thut the rent is being prepaid. In 
effect, the seller is borrowing money; and the accounts of the seller of the 
lease are not correct if he shows his rent income reduced. The fact is 
that his rent income is $1,000, but he has incurred an interest charge of 
each year’s share of the difference and interest should be charged off for 
enough to make up_the rent to the $1,000 originally calculated. 

In the treatment of both premium and discount on bonds, though the 
author clearly points out that, from the point of view of the issuer of a 
bond, discount is not,a loss and premium is not a profit, he appears to miss 
the reason why. He says (p. 177): “Discount on bonds is a valuation account 
whose function is to offset the amount in the bonds-payable account, reduc- 
ing it to its present value.” The reviewer maintains that discount on bonds 
represents to the issuer a true asset; namely, the contract right to keep the 
money of the bondholders at a rate of interest lower than the market rate 
on security of that class. The privilege, retained by the issuer, of paying 
that low rate of interest is what puts the bond at a discount. The account 
representing it, then, is not a valuation account, but shows a true asset, 
realized during the life of the bonds. 

In the main, the points which the author attempts to bring out are clearly 
stated. Sometimes, however, carelessness of expression makes very difficult 
reading. The reviewer’s main criticism is upon the author’s use of trans- 
itional conjuctions. In many cases several ideas are presented one after 
another, or several cases are cited one after another, and the reader must 
hold them all in his mind at once so that he can see what the writer is 
driving at. The reader will assume, for instance, that the cases are cited 
together because they are similar, and then he will find that their conjunction 
is due to the fact that they are contradictory. This makes rather hard read- 
ing because one must readjust his thinking. 

In summary, the reviewer’s admiration for that part of the book which 
has been done well makes him wish to congratulate the author heartily. He 
believes that what the author set out to do he has done well; it is only 
where the reviewer feels that the author has got into a strange field or has 
undertaken rather a larger job than he felt able to carry out, that his en- 
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thusiasm wanes. Nevertheless, the book should be in the hands of every 
accountant who finds it necessary or desirable to fight legal cases in con- 
nection with his own practice, and in the hands of every lawyer and judge 
who is likely to handle cases involving profits and dividends, but it is not 
likely to be serviceable to persons not already well trained in either law or 
accounting, for it seems to the reviewer to contain too many dicta, akin to 
the dicta of courts which, as the author has well pointed out, are neither 
binding nor correct. 

WILLIAM MorsE COLE. 
Harvard University 


Auditing, by Witt1am H. Bett and Joun A. Powetson. Prentice-Hall, Inc., 
New York, 1924. xv, 518 pp. 


The authorship of this book is divided. Mr. William H. Bell, M. C. S., 
Cc. P. A., wrote the text and Mr. John A. Powelson, A. B., C. P. A., prepared 
the cases and problems. This review concerns itself with the text only; for 
a critical estimate of the exercises written by one who has not tested them 
in use would be almost wholly speculative. 

In reading a treatise on this subject it is possible mentally to segregate 
that which is substantive from that which concerns itself with procedure 
although a general, textual segregation by the writer is not to be desired. 
In the field of auditing, considered as a specialty, the substantive matter 
corresponds roughly to “the things sought for by the auditor.” These are 
largely determined, expressly or implied, by the author’s theory of accounting. 
Procedure, on the other hand, concerns itself largely with the mode of analysis 
thought to be convenient for ascertaining substantive information. 

The chief merits of the treatise under review lie almost wholly in the 
discussion of procedure; and the chief defects are almost wholly in the sub- 
stantive matter. The book as a whole is remarkable both for its merits 
and for its shortcomings. 

Much emphasis is given in the early chapters to the matter of the audit 
program. And the author’s advice on the making of an audit program is, or 
at least ought to be, valuable to the practicitioner—especially to the junior 
who is ambitious to succeed as a senior and later as a principal. The author 
admirably exposes the folly, for example, of rushing into a cash count and 
verification before the auditor has learned what cash or other liquid funds 
there are, or who is responsible for them, or who the custodians are, or what 
funds these custodians have, other than the client’s own, and so on. Nor 
does the procedure lose much, if anything, of the commonly overemphasized 
value of a surprise count. In general the planning discussed by the author 
holds steadfastly to the fore a discrimination: (1) between what will be of 
service to the client and what is likely to be mere wasteful, busy-work for 
the auditor’s staff; (2) between what is to be accomplished and what is to 
be done to accomplish it; and (3) between what work must be done at a 
sitting or in sequence and what may be done in any order mutually convenient 
to the auditor’s and the client’s staffs. 
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There is one question of procedure, however, that may be raised, viz., that 
of testing. Confessedly this is not a particular criticism of Bell’s book; for 
he is in full accord with other recent American writers. Given a proportion 
of items or accounts to be examined, upon what theory of sampling is it 
asserted that selected whole months are to be included rather than whole 
fortnights or weeks or days, or periods of arbitrary origin and length? Upon 
what theory of probability is the proportion of consecutive transactions, to 
transactions sampled at random, determined? One wonders also what is 
meant by a “random selection of other items in the accounts, usually the 
larger items!’ It is not asserted that the conventional procedure is un- 
satisfactory ; what is to be desired is that a system of sampling so greatly at 
variance with the accepted theory of sampling should be justified, or at least 
explained, in a book addressed to students of professional accountancy. 

The chapters on cash receipts and disbursements and cash verification are, 
in the matter of procedure, the best in the literature. The wealth of details 
and the skilled organization of it are, in the reviewer's opinion, nowhere 
equalled. Nor is there any but one notable substantive defect in this section. 
That exception is the vexed one (that ought to vex auditors more than it 
does) of “what is cash?” The first writer of an auditing text to set out a 
suitable definition of “cash” and defend the guiding prirciple underlying 
it will have performed a considerable service. 

No exhaustive enumeration of substantive defects is in place in a review, 
but specimens in substantiation of a general statement are warranted. Upon 
what theory of valuation can one justify an inventory carrying price of 
items at “what it would cost to reproduce them” when that estimated cost 
is greater than the going selling price? To do so even in “abnormal times 
of temporary depression” is to set up the auditor's opinion against that of 
all those acting, supposedly to their best advantage, in the existing market. 
By what criteria are “abnormal times of temporary depression” recognized? 
In what way can the valuation of an inventory item at a price to yield a 
reasonable return in the going market at such a time “almost invariably 
work a hardship on the business?” 

Those economists who adhere to the cost of production theory of price de- 
termination would be as astounded as any by the paragraphs (pp. 165-7) on 
manufactured goods and agricultural and mineral products. The theory of 
normal price nowhere asserts that market price will ever (certainly) co- 
incide with either the de facto cost of production or the estimated cost of 
reproduction to which any specified enterprise is subject. 

The student of law and of accounting will be puzzled to read, “It (a sink- 
ing fund) may or may not be offset by a liability account; that is, a re- 
serve” on page 205 and to learn on page 299 that this same reserve “should 
always, however, be regarded as merely a temporary appropriation of sur- 
plus, and should be shown in the balance sheet under the general head of 
surplus.” The student is told, page 205, that “A sinking fund is an asset.” 
Some so-called sinking funds are assets in the ordinary sense of that term. 
But just whose asset it is and what the status of parties in relation to the 
commonest kind of sinking fund would be hard to learn here. The legal 
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title to a sinking fund created under a contract requiring deposits to be 
made by the debtor into the hands of a trustee to be held, invested, and ac- 
cumulated for the benefit of the creditor is in the trustee, and the equitable 
title is in the creditor. Just how the existing relationship of the three 
parties is to be shown by the placing the “asset” in the balance sheet is left 
to be surmised. 

On pages 219-221 in connection with capitalizing interest upon construction 
costs the author stirs up once more this muddied pool. After confessing the 
frequent impossibility of determining the source of funds employed in ex- 
penditures for construction he decides that “if interest during construction 
is capitalized it should be only such amount as is paid on funds borrowed for 
the specific purpose;..... ” Just what difference is made in the cost or 
the value of a finished structure by considering who is to benefit from pro- 
viding funds is not discussed. 


In his discussion of property valuation, pages 215-6, 310, the author says, 
“where the consideration paid for the property is in the form of capital 
stock of the purchasing corporation, the cost (!) will be the par value of the 
stock; .... Valuation of property at the par value of capital stock issued 
therefor may be in excess of the actual value of the property, but as long 
as the stockholders or directors (whichever are required under the by-laws) 
have properly authorized the transaction the auditor is usually not in a 
position to criticize their action.” After discussing some of the harm done 
by excessive issues for property he says, “these, however, are only the usual 
incidents of organization of many corporations which are inadequately 
financed at their inception” (!). To be sure he does say, “He (the auditor) 
may, however, if he has reason to doubt the propriety of the transaction, 
state on the balance sheet or in the comments of his report (!) that the 
property valuation represents, or is based upon, the par value of the stock 
issued therefor.” Why not make the facts plain both in the balance sheet 
and in the comments? 

One wonders when the writers upon auditing (and the profession itself) 
will recognize their plain duty to the public in this matter of excessive 
issues of stock (at par or declared value) for property. Does the profession 
know why and for whose protection a capital stock is required? Does the 
profession mean to wink at plain violations of public law? Anyone who 
undertakes to defend the practice in question is recommended to read See 
v. Heppenheimer, 69 N. J. Eq. 36, wherein Mr. Justice Pitney pays his 
respects to those who “have properly authorized the transactions” and com- 
ments upon “the usual incidents of organization.” It will not do to plead 
that the author does not hold himself out as an expert appraiser. Such a 
defense comes ill, at best, from a profession whose whole art and science 
is one of valuation; and it is a silly defense in serious cases of the kind in 
question; for one does need to be an expert to find them. 

Like specimens of expressed or implied theory of accounting could be 
multiplied many times if there were need. 

In conclusion it may be said that the author’s modest hope, expressed in 
the foreword, that “the work will be instrumental to some little degree in 
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raising the standard of professional practice” is one that ought certainly to 
be realized. But the promise of realization is much better from those who 
read critically and discriminatingly than from those who read and adopt in 
total. 

JOHN B. CANNING. 
Stanford University 


Accounting Systems—Their Design and Installation, by WILLIAM RopNEY 
Tuompson. LaSalle Extension University, Chicago, 1926. iv, 734 pp. 


The writing of a satisfactory textbook on accounting systems would seem 
to be an especially difficult undertaking. The best equipment for practical 
system design and installation is a thorough knowledge of fundamental ac- 
counting principles, a familiarity with technical bookkeeping and accounting 
devices and procedure, and, above all, a generous endowment of common 
sense. No two systems are or should be exactly alike and even the common 
elements of principle and technique are often applied so differently that only 
a carefully trained observer can detect the similiarity. Attempting to tell 
someone how to construct a system of accounts is to a considerable extent 
as difficult as trying to tell him how to think. Much must depend upon in- 
dividual intellectual capacity and ingenuity. Some things, however, can be 
presented which will be helpful and if the author confines himself to the de- 
velopment of the few general principles that apply to the problem of system 
construction, his efforts will be justified. 

Mr. Thompson’s book is divided into five parts. The first part, “Problem of 
System Building” (Chapters 1-3, pages 1-37), contains a variety of intro- 
ductory material. The setting of the accounting staff and the accounting 
system in the general scheme of organization is described and the functions 
and problems of the accounting system are discussed. Part two (Chapters 
4-12, pages 38-207) presents the “Principles of System Construction.” The 
development of specialized journals and ledgers, the construction of the 
chart or classification of accounts, and an extensive discussion of methods 
of internal check comprise the material of this section. Part three (Chapters 
13-16, pages 208-291) gives some practical instructions for the “Procedure for 
System Development” and presents a complete illustration of a set of in- 
structions for the operation of a system of accounts. Part four, “Technical 
Features and Mechanical Aids” (Chapters 17-20, pages 292-430), contains 
some helpful information concerning standard equipment and forms, ruling 
and printing specifications, and the application of machine methods to ac- 
counting. Part five (Chapters 21-30, pages 431-734) presents five complete 
“Tllustrative System Installations.” A wholesale house, a department store, 
a paper manufacturing concern, an investment house and an endowed 
hospital are the five situations described. 

The book is written in the approved elementary book style. The points 
in a discussion are usually listed—one, two, three, etc.; important state- 
ments are set out in heavy type; paragraph titles are used throughout the 
book, and each chapter begins with an outline of the material in the chapter 
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and ends with a series of test questions and answers. A dogmatic method 
of statement is pervasive. The accounting procedure illustrated and the 
terminology used are strictly conventional. Charts and illustrations are 
plentiful. 

Mr. Thompson has undoubtedly made a real contribution to the literature 
of system design and installation. Especially admirable is his subordination 
of detailed illustration to the development of general principles and in- 
formation. The illustrations presented do not cover all the important fields 
of accounting but they perform satisfactorily the more important function 
of exhibiting the detailed application of the general material developed in 
the first half of the book. The thorough discussion of methods of internal 
check and the description of the development of machine methods in book- 
keeping are very desirable features. 

The most serious adverse criticism that could be made is that the book is 
unnecessarily long because of the inclusion of too much elementary material 
and the use of an over-thorough method of discussion, especially in the 
earlier chapters. Certainly no one should attempt to corstruct an account- 
ing system until he has mastered the elementary principles. Consequently 
a discussion, for instance, of single- and double-entry bookkeeping a descrip- 
tion of the simple journal and ledger forms, a definition of assets, and the 
use of two pages emphasizing that a careful record should be kept of all 
assets and liabilities, seem unnecessary. 

The book is obviously to be used primarily as a textbook in connection 
with a general course in accountancy and as such is most useful. The pro- 
fessional accountant, actively engaged in system construction, will find many 
valuable suggestions in the latter part of the book but he will already be 
using most of the information presented as a flexible, matter-of-fact set 
of working concepts and rules together with that indispensable point of view 
and sense of proportion that can be obtained only from years of experience. 


Perry Mason. 
University of Michigan 


The Analysis of Financial Statements, by Harry G. GUTHMANN, Prentice-Hall, 
Inc., New York City, 1925. xi, 454 pp. 


It has been a prevalent custom in business that where communications of 
importance are received written in foreign languages they are translated by 
experts who are familiar with idioms and phraseologies of the language so 
that the full meaning of the message may be correctly ascertained. Financial 
statements which attempt to express the conditions or the progress of the 
business require just as thorough and careful translation if the true meaning 
which they convey is to be properly grasped. 

Until quite recently, however, many businesses have been content to attempt 
this translation by very inefficient means and with very little endeavor to 
gain the full significance of points that may be more or less hidden from 
easual observation. The interpretation of financial statements is just as im- 
portant and deserves as thorough mastery of all possible meanings as is 
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the translation of messages written in a foreign language. - Nevertheless, 
many credit men and bankers, as well as other business men, have seemed 
to feel that all that was necessary for such interpretation was a vague im- 
pression as to the meaning of various classifications, and a knowledge of the 
one rule deemed all-embracing: that the current assets should be twice the 
current liabilities. This rule, by the way, is largely fictitious and wholly in- 
sufficient as a gauge of financial standing. 

Times are changing, however, and increased attention is being given to the 
interpretation of financial statements. The “Analysis of Financial State- 
ments” is a valuable contribution to the literature of this field. It has the 
advantage of being written in a clear and concise style. The reader possess- 
ing ordinary business knowledge may understand readily each sentence as 
it is read, without the necessity of long and arduous study to interpret what 
the writer is trying to express—a criticism applicable to many volumes on 
this and allied business subjects. The author gives evidence of such knowl- 
edge of his faith, of such careful and conscientious thought to every phase 
of the work, that through clear understanding he is able to express the matter 
lucidly. 

The volume is comprehensive. The first part deals with the general subject 
of financial statements, their purpose and their interpretation. Under this 
heading the following subjects are treated in specific chapters. 

The Place of Financial Statements in Modern Business. 
The Construction of the Balance Sheet. 

The Construction of the Profit and Loss Statement. 
Analysis of Working Capital. 

Analysis of Fixed Assets and Capitalization. 
Interpreting Balance Sheet Changes. 

Analysis of Income Statement. 

Internal Analysis by Ratio Studies. 


Part II discusses the financial statements of specific types of business such 
as railroads, gas manufacturing, hydro-electric power, mercantile and man- 
ufacturing, mining, banks, insurance, and holding companies. Since it is 
probable that the chief use to which the volume will be put will be in con- 
nection with the analysis of the statements of mercantile and manufacturing 
corporations. one is inclined to wish that the author had developed Chapter 
15 more intensively and had placed such development in advance of the 
discussion of the other types of business considered in Part II. Much that 
is stated with regard to these other types of business applies also to mer- 
cantile and manufacturing corporations, and there is danger that one using 
it as a reference book and desiring information with regard to this class of 
corporations may center his attention too much upon Chapter 15 and miss 
much valuable information contained in chapters which relate to other 
specific types of business. 

Much attention is given to the various subtleties of analysis that many 
technical students of business delight in, such as the ratio and the compound 
ratios between certain of the classifications portrayed in a balance sheet. 
The discussion of these ratios appears to be based upon sound business prac- 
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tice. It will unquestionably be of aid to many investigators who have not 
appreciated earlier the value that may attach to such relationships in study- 
ing the financial condition of'a business with a view to the interpretation of 
its future. 

If one were inclined to be critical he might raise the objection that, no 
matter how correct the methods of analysis laid down in this volume nor how 
carefully they may be applied, they are of little value unless the statement 
itself has been properly constructed, the classifications accurately made and 
the valuations with regard to each item determined by sharp adherence to 
the rules accepted to-day in best commercial practice. Such criticism, how- 
ever, would be amiss. The construction of operating statements is a thing 
separate and apart from the interpretation of such statements and the author 
has been wise in limiting discussion to the latter. He does give briefly the 
fundamental principles underlying the construction of both the Balance Sheet 
and the Statement of Profit and Loss. In all these principles Professor 
Guthmann has followed the trend of best present day accounting theory and 
practice and there is little with which to take issue. Such criticisms as 
occur to this reviewer in a study of the volume are of such minor character 
that he does not feel justified in laying any emphasis upon them in view of 
the high standing of the work as a whole. 

CHARLES B. CoUCHMAN. 
Crockett, Couchman n Crawford 


Analyzing Financial Statements, by STEPHEN GILMAN. The Ronald Press 
Company, New York, 1925. viii, 222 pp. 


At the outset the author recognizes the breadth of the field of statement 
analysis and the limitations of a treatment confined to 211 pages of subject 
matter. The scantiness of literature in this important phase of accounting 
instruction makes the present worthy contribution all the more welcome. 
The external point of view is maintained throughout, and actual cases are 
employed for illustrative purposes. 

The reader must not be misled by the first two chapters. They are not 
a sample of the value of the book. Unfortunately they are both common- 
place and disappointing, and might well have been condensed to a paragraph 
or two of introduction. 

Beginning with chapter three, the book proceeds with an orderly, stim- 
ulating treatment of the subject. Business ailments and danger signals are 
described, the method of diagnosing them illustrated, and their relative 
significance stressed. ‘Insufficient net profit, over-investment in inventory, 
over-investment in receivables, over-investment in fixed assets, insufficient 
capitalization” are given particular attention. Chapter nine supplies a good 
illustration of the application of the ratio method of analysis to the balance 
sheet. 

In the discussion of standard ratios the author warns against the indis- 
criminate use of the arithmetic mean. He indicates the value of the ratio 
method in analyzing the single balance sheet and profit and loss statement 
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and shows that this method is more or less cumbersome when applied to a 
series of statements for comparative purposes. The author’s discussion of 
ratios is clear and helpful. 

The principal contribution of the book lies in the discussion of the “trend” 
method of statement analysis. The items of the financial statement are 
first grouped logically in the usual way. Then the items of each group are 
shown for successive years in percentage relationship to the earliest year’s 
balances and totals. The author states:the advantages of the trend method 
of balance sheet analysis over the ratio method as follews: 

“1. It furnishes a bird’s eye view of the problem. 
2. The facts are presented in comparative form. 
3. The trends are shown vividly. 
4. The figures are easier to interpret. 
5. Less highly trained help is required to work out the figures for 
analysis, and the calculations can be made much more quickly. 
6. There is less liability for gross error because the resulting per- 
centages are partially self-auditing through comparison with actual 
figures.” 
The trend method is applicable not only to the balance sheet and to the state- 
ment of profit and loss but also to operating statistics. Note, for example: 


1920 % of 1921 % of 1922 % of 

Statistics ' Amount 1920 Amount 1920 Amount 1920 
Miles of mains .... 1,007 100 1,274 127 1,551 154 
Number of consumers ....56,500 100 70,752 125 87,374 155 


The trend method is applicable also to non-trading companies. It ties up 
nicely with the work of forecasting bureaus. 

A. L. PRICKETT. 
Indiana University 


Introductory Accounting, by JoHN A. Powe son. Prentice-Hall, Inc., New 
York 1926. xxix, 719 pp. 

“The purpose of this book is to present the introductory principles of ac- 
counting and to furnish working material in the form of questions and prob- 
lems and practice sets which require the application of the theory out- 
lined in the text.” Thus, in the words of the author, the title of the book 
indicates its function as a text for university introductory accounting classes. 
After reading the book, one is convinced that the author has succeeded in his 
purpose. 

After stating the importance of the study of accountancy the author dis- 
cusses the nature of the assets, ownership, equities, liabilities, and net worth. 
He then presents a simple balance sheet. A series of balance sheets serves to 
illustrate the results of several simple transactions. A comparative balance 
sheet is introduced, followed by a statement of capital, a profit and loss state- 
ment, and a statement of the cost of goods sold. With a study of the relation- 
ships existing between these statements, and a discussion of fiscal periods, 
the basis of accounting instruction is considered to have been laid. 
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Beginning with the second chapter, the reader is led rapidly over the neces- 
sity for record keeping; the nature and function of the ledger; the concept 
of debit and credit as worked out through the balance sheet formula; the 
effect of transactions upon the ledger; the trial balance; the journal; the 
posting process; the problem of locating errors; the closing of the ledger ; 
the construction of the statements; and the need and nature of special 
journals. Business procedure and forms; columnar records; controlling ac- 
counts; purchasing; shipping and invoicing documents; miscellaneous doc- 
uments; notes and drafts and journal entries for notes and drafts—these are 
topics which immediately follow. 

Beginning with Chapter XV careful consideration is given to partnerships ; 
accrued and deferred items; depreciation, obsolescence, and depletion; and 
corporations. A study of more advanced profit and loss statements, the 
voucher system, and a detailed classification of ‘balance sheet accounts con- 
cludes the book. 

The book appears to be teachable, clear, concise, and logical. Although not 
a brilliant exposition of accounting principles, the book is complete. The 
reviewer is inclined to believe that consideration of fewer topics, that more 
extended treatment of certain topics, and the introduction of various ad- 
ditional methods of procedure, would bring about better results. These, how- 
ever, are questions upon which honest difference of opinion will always exist. 

S. KREss. 
Washington University 


Elements of Accounting, by FREDERICK W. Woopsripnce. The Ronald Press 
Company, New York, 1926. xi, 700 pp. 


As the author says in the first paragraph of the preface to this recent ad- 
dition to accounting literature, this text is designed “for a one-year elementary 
course in accounting which emphasizes the relations existing between ac- 
counting, economics, and the various subjects now being taught in the col- 
leges of business administration.” Practical technique is not neglected for 
this coordination of accounting principles with related courses of study in 
business. Five hundred and fifty-one pages are devoted to text material and 
are supplemented by 135 pages of questions and problems related to the 
respective chapters. 

The first two chapters introduce the student to the subject of accounting, 
attempting to get him orientated by pointing out the position that account- 
ing occupies in the field of business. Chapter 1 is entitled “Importance of 
Accounting in Business” and presents a survey of the development in pro- 
duction, exchange, and distribution in the economic orders from the “hunt- 
ing stage” of civilization to the era of the United States Steel Corporation. 
The author's statement of certain economic principles is somewhat incomplete. 
On Page eight the author, speaking of price limits, states that “the lower 
limit is determined by the cost of production.” This may serve to illustrate 
his point, but the author has neglected to mention that his is only one of 
two lower limits. The other limit is the price at which the first extra-marginal 
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increment of demand will come on the market. Further, in speaking of intra- 
marginal, marginal, and extra-marginal producers, the author states that 
“the intra-marginal producer is the only one of the three making a profit.“ 
As a matter of fact, the marginal producer is that one who comes on the 
market at the price which brought out the last increment of supply, the 
price covering cost of production ichich must be interpreted as economic 
cost, i. e., including a reasonable profit. 

The second of the introductory chapters treats of “Business Organiza- 
tion.” The discussion of accounting proper begins with a brief study of the 
balance sheet taking the cue from Sprague’s classic statement that “the 
balance sheet may be considered as the groundwork of all accountancy, the 
origin and terminus of every account.” On pages 29 and 39 of Chapter II on 
“Accounting Reports” the author illustrates very well that the profit and loss 
statement is merely an expansion of the proprietorship of the balance sheet. 
The statistical information which the balance sheet presents is then traced 
back through the ledger to the books of original entry. The next four chap- 
ters are entitled “The Account.’ “Debit and Credit,” “Analysis of Trans- 
actions,” and “Books of Original Entry.” 

Chapter VIII, which treats of “Construction and Interpretation of Ac- 
counts,” begins with a very good statement of the relation of accounting to 
the various fields of business endeavor, the study of which constitutes the 
curriculum of the collegiate school of business. In this chapter two notable 
departures are made from accounting terminology as it is found in practice. 
The use of “Trade Debtors” and “Trade Creditors” to denote accounts re- 
ceivable and accounts payable arising through trading transactions is to be 
commended. The use of “Accounts Receivable” and “Accounts Payable” to 
denote receivables and payables other than those arising from trading trans- 
actions narrows the meaning of terms which have long been used in a more 
inclusive sense. 

Chapter IX is a continuation of “Constitution and Interpretation of Ac- 
counts” and is followed by conventional chapters on accounting procedure 
at the end of the fiscal period, control accounts, working sheets, and state- 
ment forms. In Chapter XIII, “Working Sheets,’ a separate treatment is 
accorded adjusting and closing entries. The eight-column working sheet is 
used. 

The author departs from the usual arrangement of text material in that 
the discussion of the working sheet is not followed by a detailed study of 
the conventional profit and loss statement and the balance sheet. Instead, 
Chapter XIV treats of “Current Reports.” The author emphasizes the im- 
portance of this method. “An executive recently remarked, ‘My accounting 
reports are, of course, valuable; they show me where I have made mistakes, 
but seldom soon enough for me to correct those particular mistakes. What I 
really want are reports that will give me the results of today’s transactions 
today and not six months or a year from today.’” Study is then made of 
daily and mouathly reports. 

Chapters XV and XVI deal with “Organization and Paper Work of a 
Manufacturing Plant” and “Statements and Accounts Peculiar to a Manufac- 
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turing Business,’ respectively. In the opinion of the reviewer the author 
satisfactorily justifies the inclusion of such material in a text of this sort. 
“Students who are majoring in fields other than accounting frequently con- 
stitute the majority of the enrollment. To meet the needs of these stu- 
dents .... considerable material has been included outside the usual range 
of elementary accounting courses.” The same statement applies to Chapters 
XXV and XXVI, entitled “Interpretation of Statements’ and “The Use 
of Charts in Presenting Accounting Data.’ The reviewer feels, however, 
that the voucher system, which is discussed in Chapter XXVII, is such a 
vital development in modern accounting practice that no such justification 
need be offered for its treatment in an elementary accounting text. 

Chapters XVIII to XXIV deal with the partnership and corporation. Both 
subjects are introduced by rather complete studies of the economic and legal 
phases of these two important types of business organization. 

The text is accompanied by copious illustrations of accounts, entries, and 
statements, and throughout the work detailed and clear analysis of trans- 
actions are to be found. As a whole, the text seems better adapted for use 
with students whe do not contemplate taking more advanced courses in ac- 
counting after completing the elementary course. Since hardly more than 
twenty per cent of the students of collegiate schools of business will continue 
the study of accounting, this point of view would seem to be justified. The 
free style in which the book is written makes for easy reading and the mate- 
rial should be readily assimilated by the average student. 

LAURENCE H. FLeckK. 
Southern Methodist University 
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UNIVERSITY NOTES 


UNIVERSITY OF ALABAMA 


The accounting staff is developing its own text material for the first two 
years’ work. New courses in accounting problems and auditing are being 
offered this year. 


Boston UNIVERSITY 


Mr. George S. Clarkson, C. P. A., has given up his position as instructor 
in accounting in the evening division and is now at Northeastern University 
in the same capacity. Mr. Henry J. Bornhofft, C. P. A., has been promoted 
to the rank of associate professor. 

Mr. James V. Toner has received the degree of M. A. from Holy Cross 
College and has been promoted to the rank of professor of accounting. Mr. 
Toner has collaborated with Professor Elwell in the revision of the Miner and 
Elwell Bookkeeping Series published by Ginn and Company. The revised 
text will be known as “Bookkeeping and Accounting” by Elwel! and Toner. 

Mr. N. S. Vincent, C. P. A., has resigned as instructor in accounting and 
is devoting his entire time to accounting practice. 

Professor Atlee L, Percy and Mr. Charles E. Bowman of Girard College 
are the authors of a new secondary school text, “Bookkeeping and Business 
Knowledge,” published by the American .Book Company. 

In addition to his duties as director Gf Saturday courses, Professor Percy 
has been appointed acting director of American Institute of Banking courses 
during the absence of Professor E. M. Chamberlain, who is on a year’s leave 
of absence for travel and study. Professor W. J. Goggin, head of the de- 
partment of accounting, has been made secretary of the university athletic 
council. 


CARNEGIE INSTITUTE OF TECHNOLOGY 


There have been no changes in the staff for this year. Accounting has 
been made a requirement for all students enrolled in the engineering college. 

Centralized control of all non-athletic student organizations and functions 
has been established under an executive manager of student activities. Pro- 
fessor William T,. Crandall of the Commercial Engineering Department is 
to hold the position. Mr. Crandall is making research studies for the West 
Penn Power Company. 


UNIVERSITY OF CHICAGO 


Professor A. C. Hodge has left the department and is now associated with 
A. G. Becker and Company, specializing in the financing of department stores. 

Mr. T. O. Yntema has been promoted to assistant professor and is doing 
graduate research work at Harvard this year. 

Mr. H. C. Daines has been promoted to assistant professor and has also 
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become a member of the American Institute of Accountants. Mr. Daines was 
recently appointed on the Committee on Education of the Illinois Society 
of Public Accountants. 

Professor J. O. McKinsey has severed his connection with the firm of 
Frazer and Torbet and has opened offices under the firm name of James O. 
McKinsey and Company. 

Mr. W. J. Graham has entered the department, coming from Monmouth 
College. 


CoRNELL UNIVERSITY 


Mr. Willard C. Beatty has left the department to become assistant professor 
of accounting at Wesleyan University, Middletown, Conn. 

New members of the department are Mr. Wilson Farman and Mr. Stephen 
M. Jaquith. 


DRAKE UNIVERSITY 


New members of the accounting staff are Mr. Lyle E. Campbell, assistant 
professor of accounting, and Mr. Dean Long, assistant professor of business 
administration, who came to the department from the School of Business 
Administration at Harvard. 

The accounting department now offers eight full semesters of work, which 
is required of all majors in the field. The group of majors in accounting is 
still small but is becoming one of the most important in the school. 

Mr. L. E. Hoffman is teaching only one course in accounting and is devoting 
the major portion of his attention to merchandising and advertising. He is 
acting dean this year during the absence of Dean Jean Carroll, who is spend- 
ing the year in graduate study at Harvard. 

During the summer Mr. Campbell worked with the Kansas League of 
Municipalities and Mr. Long did public accounting work. 


UNIVERSITY OF ILLINOIS 


Dr. Paul C. Taylor, C. P. A., has left the department to become head of the 
accounting department at the University of Kentucky. Mr. Victor Storli 
has recently been made head of the accounting department of the Uni- 
versity of Oregon. 

The following men have been added to the staff: Mr. D. R. Johnson (Il- 
linois, 1926); I. B. Phillips (Illinois, M. S. 1926); J. H. Flynn (Illinois, 
1926) ; D. M. Beights (Colorado University) ; C. Carpenter (University of 
Kenutcky) ; P. M. Green (Miami University). 

Mr. C. F. Schlatter has been promoted to the rank of associate professor. 
Professor E. J. Filbey has been selected as editor-in-chief of the Accounting 
Systems Series of Prentice-Hall, Inc. 

M. S. theses in accounting were written on the following subjects during 
the past year: “The Development of Methods of Presentation of Elementary 
Accounting ;” “Some Aspects of Cost Accounting in the Furniture Industry ;” 
“Seventeenth Century Accounting in England;”’ “Accounting for By- 
Products ;” “Some Aspects of Branch Accounting ;” “Accounting for Exec- 
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utors;” “The Natural Business Year ;” “Accounting for Scrap in Industry ;” 
“Accounting for Country Grain Elevators;” “Interpretation of Turnover ;” 
“Trend of Recent Legislation in the U. S. Affecting the Practices of Account- 
ancy ;” “Defalcations ;” “Some General Aspects of Chinese Accounting Sys- 
tems and their Present Tendencies.” 


UNIVERSITY OF KANSAS 


There has been a good increase in the two accounting elections this year 
and accounting majors are now the second largest group in the School of 
Business. Professor Tupy is offering new courses in governmental and insti- 
tutional acceunting and in accounting systems. The course in auditing and 
that in cost accounting have been lengthened from two to three credits each. 
Six hours of business law are now required of all accounting students. 

The Committee on Accountancy is fostering a movement to have the leg- 
islature recognize a graduate from the accounting curriculum of the Uni- 
versity as a candidate for the C. P. A. without the professional experience 
now required. 

Mr. Tupy and Mr. Verne F. Simons have opened an accounting office in 
Lawrence, Kansas. 


UNIVERSITY OF MINNESOTA 


Public accountants of the Twin Cities are cooperating in an arrangement 
whereby seniors in' the accounting course will drop their work during the 
winter quarter and enter accountants’ offices as junior accountants for audit- 
ing and income tax work. They will return to the University for the spring 
and summer quarters to complete courses for their degree. At present about 
half the class have found proper positions and it is hoped that the better 
students will be able to make this practical contact. Public accountants have 
shown themselves very willing to aid in the experiment, and it is expected 
that this will become a regular feature of the accounting course. 

Majors in the field of personnel are now obtaining part time experience in 
personnel departments of Twin City industries, while completing their regular 
course in the School of Business. 

Dean Stevenson has obtained a special library appropriation for the School 
which has enabled the accounting department to purchase thirty to forty 
accounting systems from trade associations and private companies. These 
will be used as illustrative material in the course of cost accounting and in 
the accounting seminar. 


New UNIVERSITY 


The School of Commerce, Finance, and Accounts has this year moved into 
a new eleven-story building completed this fall. Five thousand five hundred 
and seventy-eight students have registered this fall at the Washington Square 
center and in addition to these 3,600 students are registered at the Wall 
Street Division. This registration includes students from thirty-nine states 
in the Union. 

There have been no significant changes in the accounting courses or the 
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staff this year. Professor A. H. Rosenkampff continues to act as chairman 
of the department. Professor Madden is serving as state representative of 
the American Society of Certified Pubile Accountants and is one of the 
directors of that organization. 


Onto STATE UNIVERSITY 


Professor G. W. Eckelberry, chairman of the department of accounting for 
the past five years, has been appointed assistant to the president of the 
university. Professor Howard C. Greer has been appointed chairman of the 
department and has also assumed Mr. Eckelberry’s duties as secretary and 
treasurer of the American Association of University Instructors in Accounting. 

Mr. H. C. Miller, after an absence during which he served on the staff of 
the University of Wisconsin, has returned to this department as assistant 
professor of accounting. Mr. Russell S. Willcox, instructor in accounting, 
received his M. A. degree from the university in June. 

The total number of students enrolled in accounting courses last year was 
1643. Thirty-four were graduated from the accounting course. New courses 
are being offered in cost accounting systems, advanced theory of accounts, 
fiduciary accounting, retail accounting. 

Dr. Spurgeon Bell, formerly dean of the School of Commerce at the Uni- 
versity of Texas, is now director of the Bureau of Business Research, which 
is studying Ohio business problems. Studies have been made of the furniture 
trade in Ohio, of operating costs of wholesale grocers, sales force compensa- 
tion in furniture stores, the effect of weather on the construction business, 
installment selling of clothing, and other subjects. A monthly bulletin is 
being published which deals with general trade conditions in the state and 
reports on the progress of research work undertaken by the bureau. 


UNIVERSITY OF PITTSBURGH 


Dr. Reitell, head of the department of accounting, testified last July before 
the Interstate Commerce Commission in a hearing on Lake Cargo Coal at 
Atlantic City. 


STANFORD UNIVERSITY 


The Graduate School of Business is at present offering only two accounting 
courses, under the direction of Professor J. Hugh Jackson. An elementary 
course in accounting principles will be given for the first quarter and a 
second course in the second and third quarters. 

The advanced course entitled “The Financial and Accounting Approach to 
Management” will be conducted jointly by Professor G. W. Dowrie of the 
finance department and by Professor Jackson, and is intended to coordinate 
the financial and the accounting aspects of business management. The sub- 
ject matter will be taken up in ten main sections: The Financial and Account- 
ing Functions of Management; The Financiai Plan; The Provision of Fixed 
Capital (including the accounting problems of valuation to fixed assets and 
depreciation) ; The Provision of Working Capital (including the construction 
and analysis of financial statements); The Accounting and Financial Con- 
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trols of Management; Internal Administration, Financing, and Accounting 
(including a discussion of cost principles) ; Disposition of Profits; Financial 
and Accounting Aspects of Size; Financial Embarrassments ; Typical Cases. 

The number of students in the new school for the present is very small 
and there will be no heed of specialized courses. The School is therefore 
devoting its attention to the large general course to give all students the 
proper background for their business work and a broad understanding of the 
principles and means of business control. 


UNIVERSITY OF TEXAS 


Mr. Wiley D. Rich, a graduate of the University of Texas, and Mr. Irving 
B. Phillips, M. B. A., University of Illinois, have been added to the staff. 
Mr. C. A. Smith, instructor in accounting, recently received an M. B. A. from 
the University and a C. P. A. from the state board. 

A new course in business control is being offered by Professor Lay to seniors 
and graduates. The course is intended to present the control feature of bus- 
iness management and to aid in coordinating courses in management. 

A Bureau of Business Research has been established at the University and 
has begun its work with studies in arbitration and in municipal accounting. 


TULANE UNIVERSITY 


Mr. Robert W. Elsasser has come to the department from Dartmouth College 
as associate professor of business statistics and management. He will have 
charge of courses in accounting, business statistics, and management. 


UTAH AGRICULTURAL COLLEGE 


Mr. Ralph M. Rutledge has come to the department as associate professor 
of economics. Mr. Rutledge has been connected with Washington State Uni- 
versity, Amherst University, and the Department of Agriculture. 

Mr. Joseph A. Geddes, Ph. D., Columbia, 1924, has been appointed associate 
professor of sociology. Mr. Geddes will teach part time and devote the re- 
mainder of his efforts to research work in sociology. 

The departments of accounting, business administration, advertising, and 
marketing have been consolidated and Professor P. S. Peterson has been made 
head of the enlarged department. 


A. A. U. I. A—ANNUAL MEETING 

The eleventh annual meeting of the American Association of University 
Instructors in Accounting will be held at the Statler Hotel, St. Louis, Missouri. 
Tuesday and Wednesday, December 28 and 29. One of the sessions will be 
devoted to “The Teaching of Accounting—its Purposes and Methods,” and 
should prove to be of special interest to all members. “The Proper Treatment 
of Distribution Costs” is the general topic at the Wednesday morning meet- 
ing. The preliminary draft of the program indicates that many other subjects 
of special interest will be discussed. In view of the central location and the 
character of the program it is expected that this meeting will prove to be 
the largest and most successful in the history of the Association. 
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